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Nethercut & Young ( i) 


Torento, Ontario 


THE ROYAL COMMISSION ON BANKING & FINANCE 


BRAA TA 
VOLUME 61 
Page Line | 
7878 28 ada "s" to "risk" 
7893 27 "average" should be inserted before "level 
27 delete “instead of" and rubatients "not 
having" 
7894 3 Delete "that" and substitute "turnover" 
30 Delete "something" and substitute 
"sometime" 
7895 7 Delete "may become" “ghd substitute "became! 
7896 19 Delete “under the" and substitute 


"to appraise" 
7901 8,9 Delete "conventional", insert "N.H.A." 


7910 13,14 Delete these lines and substitute 
"for short-run adjustments of cash 
positions. This question arises, it 
should be pointed out, in” 


19-21 Delete these lines and substitute 
"by Mr. Wadsworth earlier. There have 
been proposals that would have induced 
them to go further into this type of 
lending. However, I think it would be fair" 


25 "changed" not "change" 
7912 10 Delete this line and substitute 


"made 100 per cent guaranteed after 
March 20, 1959. The" 


7914 16 Delete "an essential" and substitute 
"as essential for the" 
26 Delete “changes” and substitute "suggestions" 
7928 18 "schedule" not “table" 
7936 19 Insert "had" after "we" 
7937 6 Delete “using” and substitute "bringing in|’ 
7938 23 Insert "of allocating costs" after "problems" 


792 30 Delete “to” and substitute "on" 
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ERRATA (Volume 61 cont'd.) 


Page Line 
7955 25 Delete “great" and substitute "much" 
26 Delete "a" and substitute "of an over-" 
7956 2 Delete "You" and substitute "He" 
3 Delete “him” and substitute “you" 
7 Insert "showing" after "orf" 
16 Insert "that" after "me" 
a7 Delete "that" and substitute "people" 
18 Delete "people" 
19 Delete "go" and substitute "use" 
20 Delete "to" 


7957 18-24 Delete these lines and substitute 
"These lines of credit are usually quite 
generous in relation to the net worth 
of the company concerned, and here I migh 
interject that the majority of our over- 
drafts have to do with business loans, 
although perhaps the most vocal objection 
to them has been from the personal angle 
by and large. These lines of" 


7958 4 "As stated," not "But as I say," 
7958 7 "security" not "securities" 
7971 20 "tern" not "terms" 
Delete this line and substitute 
22 "eapital loans are generally for expansion 
purposes,” 
24 “receiving” not "making" 


7972 2=3 Delete these lines and substitute 
"notwithstanding the removal of any 
inhibitions to the banks as far as rate 
or security is concerned." 


7973 2 Delete "They" and substitute "RoyNat" 
3 Delete "the" 
uy Insert comma after "securities" and 
substitute "bonds" for "accounts" 
7979 6 Delete “or lending customers” 
16 Delete “where their investment" 


Delete these lines and gubstitute 
7998 26e27 "“déseribed, “It would be" «#*" 


8000 22 Delete "receivables" and substitute 
"snventories" 


8001 3 Delete "in" and substitute "of" 
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Nethercut &é Young 


O Toronto, Ontario ( aad. ) 
ERRATA (Volume 61 cont'd.) 
Page Line 
8001 29 Delete “on receivables, and under" and 
substitute "of receivables and" 
30 Insert "and" after "security" 
8002 12 Delete "mortgage" and substitute "Section $8" 
30 Delete this line and substitute 
"be that business here probably get more sub-" 
8003 1 Delete this line and substitute 
"stantial lines of credit - that is 
business which" 
3 Delete this line and substitute 
"88 the bank line of credit could not 
likely remain at its present" 
8006 11 Delete "the" and substitute "a" 
8007 4 Delete "was" 
15 Delete "project" and substitute "product" 
8008 7 Delete “put~out' and substitute "payout" 
8019 20 Delete "and", insert "of" 
8025 4.7 Delete entirely and substitute "of the money 
market since 1954, and the development whith 


has taken piace much more recently of a fa 
active trading market in commercial paper. 


8025 11 Delete "rates" and substitute "rate" 
16 Delete "back" and substitute "backed" 
8038 ro | Delete this line and substitute 


"accounts, and are disposed to continue 
enjoying it. We" 


8039 7 "technical side about things I feel should 
be considered by" 


8 "5s decision" not "the decision" 
18 "Jower" not "lowering" 
30 Pelete this line and substitute 
"Much would depend on what was done and what 
it was" 
8040 202 Delete this line and substitute 


"the question of the reserve ratio is 
only one aspect of:" 


8041 3 Delete this line and substitute : 
HQne might conceive of a formula that woul 
Delete this line and substitute 
6 "based on data that were not available 
promptly or because it would" 


= 
i ; 7 ae 
A nine ae t, 


‘tae ae 7 
,/ —- = # 
7 iy 9 " 


7 ‘eee alana alk A 


‘bus “xebny brs ,asidevtsost ao” steLed 
“Ses asldsvteoss to" sdudicadve 


neetgapen® ve¢ts "bre" siseal 
+ 


8B  noktoee" atitidacive bee "easadtom” stoled 


3 stuti¢edue bas eatl etdd ‘eveted 
We stom deg yldsdota sed sasntand: deed od” 


stutivedue bas ont atdt overeat 
at derit - ¢rbevo to aentf Isténete” 
“Sordw aesmtaud 


7 siuvitadua bis onkl etdt stefod e 

| ton biseo +£beto to antfh sined edt 33° | 

‘2 "soseetq att ts atamest yieni£ cae) 

a. * "s" sjudicedue bas “sdt" odefed ff 3008 | 

ed: "sew" etofed i yoos 

| “toubora” odigeadue bis “tostourg” sveied ef 

| “Baroy atutideder Sad “vo-deg" sterad y 8008 

"to" teoant "bar" sdefsd Os eros 

venom oft to" otuticgedve bis yloxtins stefed yas eg08 


ipisdw tasmqolsveb edt ons ,#20L conte soxsem 
— & To YLltneost stom douvm sosiq mexsd esd 
.teagsq Istoismmos of Joudlrem gsatobety svidos 


“ajat" etysgi¢sdua fos “2adet" steled rg asog 
"potosd” stuttseduye bis "dosd" eteLetl of 
siuticadga be sot! etdd steled [Ss 8E08 


ountinos of besoqath sus Sra .adnwooos” 
"ow St gabyol ms 
+ etutidedue bite enkf atid gt) 
Dblvote L[oet I sgritdd daods eble f{sotaross" 7 eF08 


Ig 
"vd beteblaned od 
SS 
'notatosb sat" ton "motatseb ss" 8 H 
j ; 
: fs }eS 
“ontrewol" wor “tawol" 8r 3 
jas 
stutivadva bre ontl oicid odeLot Oe i 
bras snob asw Jaciw mo y Bene bivow dos" | 2g 
“aaw at | 
| ae 
ejutidedwe bas enti abd? oedat $s ou08 |} 
at oldest eviseet ert to xotteenp. — ‘ns ‘ter. ite 
"2 To Jooges emo ylao 4 
gee Sep, . ot Gin je | 3¢ 
etutt is bas ‘ontl abdt stelet é £408 
| me he 
3 005 FT 


Nethercut &é Young 
(iv) 


Torente, Ontario 
ERRATA (Volume 61 cont'd.) 
Page Line 


8043 30 Delete this line and substitute 
"a Canadian case where there has been" 


8044 10 Delete this line and substitute 
"a nominal kind of time deposit in order 
to get lower" 


14 Delete this line and substitute 
“ago, they took steps to make a very sharp! 


=> Delete this line and substitute 
"what ratios on demand and on time deposit 
are involved. I must" 


30 Delete this line and substitute 
"Banks have ranged up to 18 or 20 per 
cent at times," 


8045 2 Delete this line and substitute 
"2 or 4 per cent, or at least have been as 
low as that." 


4 Delete this line and substitute 
"pecially if the rate of interest on time" 


7 Delete this line and substitute 
"you put in there as to how the formula 
comes out.” 


8053 5-6 same paragraph 


6 "I suppose, however, that the ideal will” 
8 new paragraph starting "In terms of 
predicting" 


9-10 Delete these lines and substitute 
"is going to come about, I suppose that 
we as banks could claim that we are not" 


13-14 same paragraph 


15 Delete this line and substitute 
"that, with the rigidities in the system, 
dt<te" 


21-22 Delete these lines and substitute 
"but under certain circumstances -- when 
market rates, for example, tend to get 
above our rates -- there" 


23 "are" not "is" 


8054 20 Delete this line and substitute "on moneta 
policy. You say that timing is" 
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ERRATA (Volume 61 cont'd.) 


Page Line 
8055 2 Delete this line and substitute 
"and we must not expect too much in the way of" 
6 Delete this line and substitute 
"anticipate such movements. You can say, 
for example” 
8063 3 Delete this line jand substitute 
"Of course, you could have the benefit of 
three good days instead, but" 
8067 22 delete "takes", insert "wishes to take" 


27,28 delete "that is....." to end of paragraph 


8068 11 correct spelling of "rings" (wrings) 
8069 15 correct spelling of “beging" (begin) 
8070 18 delete "usually" 

8071 i, correct spelling of "“rythym" (rhythm) 
8084 8 delete "loan", insert "loss" 

8085 25 Delete this line and substitute 


"in physical quantities--but rather in 
relation to" 


8086 se Delete "put-out" and substitute "payout" 
8097 22 Delete "their" and substitute "the" 
27 Delete "for" and substitute "from" 
8105 5 A period should appear after "time to time!’ 
6 Delete "cost" and substitute "use". Also 
the period after "need" should be a comma. 
6 Delete "those" and substitute "these" 
23 after "is" insert "the" 
29 delete "Mr. Neapole's comments" insert 
"Mr, Neapole has commented" 
8108 8 delete “applications they get" and 
| substitute “answers they get to their 
applications" 
8109 yf Delete this line and substitute 


"depending on the severity of trend, there 
may now be a lesser time" 
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ERRATA (Volume 61 cont'd.) 
Page Line 
8109 13 Delete this line and substitute 
"Boyles indicates, perhaps in the sense 
of public" 
20 Delete this line and substitute 


"pequested that his line of credit be 
adjusted downwards," 


27-29 Delete these lines and substitute 
"which might well be required each year; 
if at all possible we intend to stay 
with that line, and to that end keep 
ourselves in the position where we" 


8110 1-3 Delete these lines and substitute 
"adjustments in monetary policy. Eliminating 
the time lag to which you referred, I think, 
is not in the best interest of the countr 
by any" 


8112 19 Delete this line and substitute 
"that we dontt act simultaneously because 
the impact is not" 


8115 20 Delete "cannot experience things” and 
substitute "gain experience" 
22 Delete "suggests" and substitute "aids in" 
23 Delete “we have" and substitute "if we" 
S117 3 Delete “attract” and substitute "contract" 
8118 5 Delete "that" and substitute "when" 
8120 22 Delete "prevent" and substitute "present" 
8127 10 Delete this line and substitute 


"terms of reaction to the constant flow 
of loan appli-" 


8128 21 "nate structure" not "rates structure" 
25 Delete this line and substitute 


"tie it in any specific fashion to any 
particular rate" 


8139 26 Delete "formal" and substitute "informal" 

8140 19 Delete “it is" and substitute "loans are" 
21 Delete "where" and substitute "whether" 

8143 3 Delete this line and substitute "continue 


to locate in such newly" 
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ERRATA (Volume 61 cont'd.) 


Page Line 


8145 4 Delete this line and substitute 
"Perhaps industry has not reached the poin 
at which" 

8146 9 Delete this line and substitute 


“versus population. In 1955 there were 
4,246 branches including" 


8156 25 Delete "relates to" and substitute "affect 
the rates on" 
8157 21 Delete "basic" and substitute "basis" 
8172 29 Should read "services such as safe keeping 
& safety deposit boxes, etc, is set by 
30 competition from other sources such as 


trust" and not as presently set out. 
8176 16 Delete "of" and substitute "or" 
17 Delete "and so forth" 
8180 6=<7 Delete these lines and substitute 
"If we-have given you that impression 
I will say it is" 
13 Delete this line and substitute 


"Likewise, on the other hand, on the 
lending rate. One" 


18 Delete this line and substitute 
"day upon which to make an adjustment. 
The fact is" 
8186 6 Delete "particularly" and substitute "except" 
9 Delete "not" 
8189 10 Delete "stated" and substitute "stayed" 
8194 9 Delete "advantage" and substitute 
"disadvantage" 
24 Delete "member" and substitute "number" 
8196 15 Insert "would take this into account" afte 
"banks" 
30 Nae e not fea" 
8198 2 Delete "to selective" and substitute 


"of selected” 


8199 10 Delete "applying" and substitute "supplyin 
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ERRATA (Volume 61 cont'd.) 


8206 8 Delete "much" and substitute "monetary" 
8209 14 after "less" insert "desirable" 
8211 18 add "s" to "funda" 
8218 9 Delete "would" and substitute "could" 
14 Delete ", but is only" 
15 As part of sentence add "and" after 
"definition" 
16 Delete "government" and substitute 


"governor" with full stop. 


x g Delete “is that" and start new sentence 
"With respect" 
8219 ni Delete whole line 
2 Delete whole line and commence new sentenc 


starting "If you were" 
8221 20 "start" not "started" 


8223 1-6 Delete these lines and substitute 

"Once the exceptional cireumstances are 

over, we feel that the logic of it is 

that this provision should be removed and 

the Bank of Canada should rely on the 

eash ratio -=- this would put the liquidit 
ratio back into commission so that it 

could be used again once it became necessary." 


10-11 Delete these lines and substitute 
"to 50, ending with the rather bland 
statement that in the view of the Bank 
of Canada the liquid asset ratio” 


21-25 Delete these lines and substitute 

"Now, in their first annual report there- 
after, the Bank of Canada -- I don't 
have that report in front of me, I am 
quoting from memory on that, and I could 
almost tell you the page number, but I 

will not attempt to do so == they say in 
words more or less to this" 

Delete this line and substitute 

8224 1 "were one or two other adverbs in there." 


2-3 Delete these lines and substitute 
"Now, paragraphs 47 and 48 repeat in a 
somewhat different way more or less the 
game arguments that" 
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ERRATA (Volume 61 cont'd.) 


Page Line 


82204 10 Delete this line and substitute 
"S percentage points." 


13 Delete this line and substitute 
"no agreement on the ratio. It might have 
varied over a" 


14 "12 per cent" not "20 per cent" 

18 Delete this line and substitute 
“of the effect of monetary policy on the 
longer" 


27-28 Delete these lines and substitute 
"asking about how low would the reserves 
of liquid assets go in the extremity if 
we didn't have such” 


8226 19-20 Delete these lines and substitute 
"important standing. We do not have an 
interlocking directorate, but we have 
several directors in common,” 


22 Delete this line and substitute 
"is concerned, a bank officer is a vice 
president" 


26-28 Delete these lines and substitute 
"of the flow of funds, there has been no 
evidence of this in any connection. 
The relationship merely protects what 
had been a life-" 


30 Delete this line and substitute 
"The goals of this association" 


8227 12 Delete these lines and substitute 
"may be several, but we ourselves have no 
desire to go into the trust company business," 


ee) Delete these lines and substitute 
"Field which they can handle very 


competently and that there is a mutual 
advantage in their operation and" 


8230 20 "holdings" not "ones" 


8231 20 Delete "bearing" and substitute "wording" 
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THE CHAIRMAN: I call the meeting to 
order. This morning we will receive a submission 
from the Canadian Bankers! Association. 

I would first like to thank you, Mr. 
Mulholland, and the other members of the Association 
here today for the very great assistance you have 
given to us during the course of the last few months. 
We have asked you many questions, I nope none of 
which were embarrassing, and we have always had 
the fullest and most constructive answers. of 
course these questions and answers are indispensable 
to us in the carrying on of the work of the Commission 
had it not been for your co-operation our task 
would have been next to impossible in dealing 
with the problems that are involved between the 
Commission and your Association, 

I understand, Mr. Mulholland, you 
wish to make an opening statemént. 

MR. MULHOLLAND: If I may, Mr. 
Chairman, I should like to make a general statement. 
First, may I say thank you very much for your 
generous remarks regarding the work that the 
Canadian Bankers! Association and the chartered 
banks have done in the past many months. There 
has been a great deal of work attached to it. 
It has been intensely interesting for us, and I 
hope that it provided a most useful contribution 


to your major task. 


Mr. Chairman, the Canadian Bankers' 


Association welcomes the opportunity of appearing 
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Toronto, Ontario 
before this Royal Commission and of assisting in 
your studies of issues which are of greatest concern 
to us in the banking business and of vital importance 
to the whole Canadian economy. 

This submission was to have been 
presented to you last July but for reasons with 
which you are familiar our appearance was post- 
poned. Our brief therefore has been in your hands 
for some months, and with this in mind I have 
assumed that you would not wish me to review it in 
detail at this time. We have reconsidered it fully 
and carefully in recent weeks, and despite the 
dramatic developments that have taken place in the 
last six months have found that we would not wish 
to change it in any substantial respect. In 
fact our view is that recent events have only 
served to provide further evidence in support of 
the observations and recommendations put forward in 
our written submission. There have been two or 
three practical developments in banking in the 
interim which no doubt will interest the Commission, 
but these can be left for comment during the course 
of our testimony. 

I need hardly remind the Commission 
that in any. Association of business interests there 
will be pe Ree of views on many issues, and this 
is as it snourd be. Bankers are no exception in 
this regard, and we have attempted in our brief to 
present a common recommendation only on matters 


on which there was general agreement. This point is 
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brought out in a paragraph in the introductinn, from 
which I would like to quote: 

? This brief does not. pretend to 
offer definitive answers to.all the 
questions it raises, because these matters 
carry well into areas where value 
judgments must be made between 
alternative objectives and where it 
would be neither possible nor desirable 
for the chartered banks as a whole to 
Speak with one voice. Accordingly 
they have presented a common viewpoint 
wherever possible, and where specific 
recommendations are made such recom- 
mendations carry the support of .the 
tanks generally. On the other hand 
where there has been a division of 
opinion on substantial matters the 
brief acknowledges it and endeavours to 


summarize the major viewpoints," 


As you know, the Executive Council of the 

Association is comprised of the General Managers 

of the eight chartered banks and they are all here 
today with the exception of one who is represented 

by his Deputy General Manager and another who had to 
ne ee the group yesterday owing to a bereave- 
ment in the immediate family. All these officers 

will play an active part in the discussions with you 


and will carry its main burden. However as we progress 
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Toronto, Ontario 
Subjects may be introduced where it will be desirable 
to draw on the technical and practical knowledge of 
Senior bank officials who operate in highly specialized 
areas of banking, and with that in mind we have 
several such officers in our group -- un groupe 
imposant! 

If there are any matters which are not 
elearly defined in our brief or in the additional 
memoranda and statements which have been asked for 
and readily supplied to the Secretary of the Commission, 
we shall be only too pleased to supplement the 
information in the brief or furnish views and 
statements on subject matters which might arise 
during the course of the hearing. 

Now with your permission, Mr. Chairman, 
I should like to introduce to you and the other 
members of the Commission the group gathered at 
this hearing. 

On my immediate right and left, Mr. 
Hackett and Mr. Boyles, Chairman and Deputy Chairman 
respectively of the main co-ordinating committee, 

responsible for the preparation of our brief. 

On my far left, Mr. Bond; Mr. Lorenzo 
Hebert; Mr. Neapole, a Vice-president of the 
Association; on my far right, Dr. McLeod, Chairman 
of the bank economists committee. . There are 
three members of that important committee who are 
not sitting before you: Dr. Galbraith, Mr. Toten 


and Mrs. Alison Mitchell. Next to Dr. McLeod 
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is Mr. Paton; Mr. Louis Hebert; and Mr, Wadsworth, 
a Vice-president of the Association, 

In the second row, from left to right, 
Mr. Shannon, who has special knowledge of matters 
in the field of international banking; Mr. Griffiths; 
Mr. Case; Mr. Gardiner; Mr. Perry, Executive 
Director of the Association; Mr. Avison, Mr. Crowe; 
Mr. Macarthur; Mr. Dixon, 

In the third row from left to right, 
Mr. Pitts; Mr. Townend; Mr. Whipp; Mr. Hunkin, Mr, 
Ruel; Mr. Gosselin; Mr. Harris; Mr. Lofquist and 
Mr. Chambers. 

M. LOUIS HEBERT: 

Monsieur le prési dent, en ma qualité 
de membre du Comité exécutif de l'Association des 
Banquiers canadiens, il me fait plaisir d'ajouter, en 
francais, quelques mots aux remarques que vient de faire 
le président, M. Mulholland. 

Nous désirons souligner le fait que les 
banques & charte comptent, tant parmi leurs employés 
que parmi leurs clients, une proportion importante 
de Canadiens francais qui contribuent ainsi au déve~- 


loppement économique du pays. 


Nous apprécions toute l*importance de 
vos: travaux et nous ne doutons pas que de vos recom- 
mandations découleront des mesures susceptibles de 
développer le régiime bancaire dans le meilleur intérét 


de la communauté canadienne. 
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THE CHAIRMAN: Thank you, gentlemen, 

First I would like to discuss for a few 
moments the assets of the chartered banks. There are 
certain paragraphs in your submission, which might 
be referred to -- 92, 27, 81, 88 and 84 -- which 
deal in part with certain aspects of the bank assets. 
It would appear from your submission that the main 
class of assets which the banks invest in might 
be referred to as short term of various kinds. ti 
Suppose that has been so, and still is so, and with 
certain exceptions might be called the core of the 
banking business, Perhaps that is too broad a 
statement. 

Why do the banks confine themselves 
to such a large extent to this class of asset? Is 
there any particular underlying reason why ike is 
pecularliarly to the advantage of your type of business?| | 

MR. MULHOLLAND: If your question, Mr. 
Chairman, relates to lending, or if I might inter- 
pret it investments, so far as our lending activity 
4s concerned the short-term priority factor is our 
short-term loans, loans to businesses, to finance 
inventory and receivables; this category of lending is 

the primary role of the banks, and they are the 
principal financial institutions active in it. Other 
financial institutions are more interested in the 
long-term lending field, which 1s not the first 
priority of the banks. 


The rate of returns on commercial loans 


will probably be supplemented by other collateral 
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1 revenues, such as foreign exchange and collections, 

y The net profitability of the chartered banks lending 

3 in investments is probably greater than for loans 

4 at any given rate of interest de cenee of the smaller 

5 administrative cost of investments. The classification 
6 of lending that I have described as having priority, 

Y/ which is the short-term lending to business, is 

8 most appropriate to banks and is did tiene to the 

9 banking system, | 

10 THE CHAIRMAN: When you speak of the 

11 cost of loans, that applies to 5 ORE tat loans 

12 as well as to personal loans? There are services 

13 involved that are not applicable to var ordinary 

14 investments, I take it? 
15 MR, MULHOLLAND: Yes, Mr. Chairman, 

16 COMMISSIONER LEMAN: May I ask a 

17 question to clarify this point? 

18 Did I understand you to say, Mr. Mulholland, 
19 that in general the yield on your age eae after 

20 taking costs into account, would be eee pee the 

21 yield on loans? 

22 MR. MULHOLLAND: Yes, Mr. Leman, There 
23 are a great deal more costs attached to making loans 

24 to business or to individuals than there would be 

25 for the banks to place their resources in investments 

26 which require very little policing; they are of a 

27 prime nature and are not considered to be of a ma Jor 

28 risk. The major risk of the banks are loans to busi-~- 


29 ness and to individuals. 


30 COMMISSIONER LEMAN: Is it the ore 
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of the banks to actually do cost accounting on the 
various classes of assets they hold? 

MR, MULHOLLAND: We do to a limited 
extent, but it is very difficult to set to one side 
one group of loans -- for instance, loans to large 
corporations or loans to small businesses, or loans 
to individuals -~ and it is very difficult to depart- 
mentalize these loans in relation to revenues and 
expenses, because the management and staff at any 
given branch are involved in many things in the 
course of a day. It would be quite a difficult 
task to, for instance, divide up the managers time into 
fractions and endeavour toe apply a fraction of his | 
time to one class of business. 

COMMISSIONER LEMAN: I was wondering 
what costs you would ascribe to loans that you would 
not charge to the running of the branch. The existence 
of a branch is to gather money from the public, 
first and foremost, is it not? 

MR, MULHOLLAND: Yes, that is.its first 
task. 

COMMISSIONER LEMAN: I was surprised 
by the statement that necessarily the cost of 
loaning would lower the yleld so much as to bring 
it below the average yield on investments. 

| COMMISSIONER BROWN: Why would a bank eve 
sell an investment to make a loan if the invest- 
ment is more profitable? 

MR. MULHOLLAND: In that area, Mr. 


Brown, we do have @ responsibility in the chartered 
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Toronto, Ontario 
banks not only to take and safeguard deposits, but 
also to make loans to individuals and business. 
If we do not discharge that second responsibility, 
I venture to say we would shortly be without deposits. 
The two go together: you are providing an additional 
Service to depositors, putting it very broadly, by - 
making available to the individual or the company 
credit-worthy loans as reguired, 

THE CHATRMAN: In order to obtain the 
money to put into investment, you have to attract 
deposits? 

MR. MULHOLLAND: Right, sir. 

THE CHALRMAN: And a good deal of your 
costs arise in the operation of attracting deposits, 
is that not so? 

MR.MULHOLLAND: That is right, sir. 


THE CHAIRMAN: Branch offices and 


many other items of expense are necessary to keep 
the deposits up to the level which you desire. You 
take that into consideratinn when you compare the 
costs of loans and investments? | | 
MR, MULHOLLAND: Yes. It is the cost 
of gathering funds for our lending operations. 
COMMLSSIONER LEMAN: Excuse me, Mr. 
Chairman. The Secretary has just called my 
attention to a point I may have missed in Mr. 


Mulholland's statement. 
Did you say that at a given gross yield 
the returns are lower on loans than on similar 


investments that would have the same gross yield? 
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You did not say that in the absolute at all times 
the yield on investments was higher than the net 
yield on loans? 

MR. MULHOLLAND: No. It is essentially 
right to say that revenues from investments provide 
a better yield than revenues from loans, This is 
due not to the lack of supervision on our investment 
portfolio, but the very much lower cost of supervision 
of investment portfolio. 

COMMISSIONER BROWN: As I wrote down 
what you said, it was that the net profitability 
on investments was probably greater than for loans, | 
i think Mr, Leman's question is, what costing are 
you putting against this to get that statement? 

MR. HACKETT: It has been eccantael 
Mr. Brown, that I perhaps say a word about this from 
the investment side, 

As to the supervising of a very large 
investment portfolio, predominantly in Government 
of Canada securities, it may be supervised from a 
central office; you would not need the wide network 
of supervision that you need for administration of a 


loan portfolio. 


With respect to the profitability factor, 
I think there is this to be said that in a static 
situation your net revenues on a costing basis, 
for the reasons that I have stated, may be and indeed 


are greater than revenues from 4a thoroughly costed 


loan. operation, 
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Situations do arise where, in order to main- 
tain any given loan volume, investments may have to be 
sold. Those sales “sually occur when monetary cendition 
are becoming tightér and it follows then that these 
investments are sold on a falling market and may involve 
and indeed do involve from time to time, considerable 
losses, not in revenue return but in market losses that 
arise out of the sale of securities. 

Other situations arise when absolutely -- 

I am bound to say the situations do not arise very 
frequently -- the gross yield even on a Government of 
Canada bond may be very nearly comparable and indeed 
may exceed the average overall revenue from a loan 
portfolio. However, I think the point is that in those 
circumstances the banks do not stop lending money when 
from.a sheer profitability standpoint it might be 
advantageous to do so. 

They do feel that their first priority is 
to look after the lending needs, that is the first 
priority on the side of the deployment of assets 

is to look after the lending requirements of the 
community. In that process they are willing at times 
to take substantial losses through the sales of invest- 
ments. 

COMMISSIONER LEMAN: I consider this an 
extremely important point. I should like to pursue it 
a little bit. Do you mention this as just a fact or 
do the banks consider this normal? You see, what I have 
in mind is that the banks have been operating under 


legislation which limited the yield of loans to 6 per 
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cent, by law. This may have had some effect in pro- 
ducing this result that you point out to us. 

MR. HACKETT: Well, Mr. Leman, I do hot quite 
know what significance to give the word "normal", I 
think this can be said that a set of situations 4h which 
you have to sell investments, sometimes in very large 
volume, does occur, and in recent years in responae to 
the swings of monetary policy they seem to have occurred 
with somewhat greater frequency than in the past. 

COMMISSIONER LEMAN: But, Mr. Hackett, this 
eccurs only because the banks consider their primary 
purpose is to make loans. It only occurs for that 
reason. Monetary conditions would not force you to 
sell investments for the purpose of making loans. 

MR. HACKETT: I think that is so, sir. I 
think the banks regard their primary responsibility on 
thie asset side as that of looking after the lending re- 
quirements of the Canadian public. In that sense your 
investment portfolio becomes, in certain circumstances, 
a residual within certain practical limits. 

COMMISSIONER BROWN: I think this is the 
important point, is it not? 

MR. HACKETT: Yes. 

COMMISSIONER BROWN: Your operations that 
are designed to be attractive to deposits are also © 
geared to make your loans. You are not wearing a 
halo and suggesting that your loans are loss-leaders, 
surely. 

MR. WADSWORTH: I think it is fair to say 


we look upon our investment portfolio as complementing 
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to a degree our Lending operations. . . Iy the 


first place we have to maintain a certain degree of, 
you might say, extreme liquidity 4f6e fluctuations re 
deposits, but when we leave that and get into whet we 
consider one of our prime functions in supplying short- 
term working capital loans td individuais, then our 
investment policy is something that complements the leen. 
policy. 
COMMISSIONER BROWN: Could we ask if © 

any of the other gerieral managers have any comments 

to add to this? 
MR, NEAPOLE: My comments would be the same 

as those of Mr. Wadsworth. We do regard our prime 


functions as making loans and our investment policy 


|. -- becomes complementary to it. There is no question about 


that. 

THE CHAIRMAN: Regarding that as your prime 
function, that is the choice that you have made, is it 
not? 

MR. NEAPOLE: It is the way the system has 
grown from the beginning. 

THE CHAIRMAN: It is the way it has grown. 
Why do you favour the short-term loans in the course 
of your business? 

MR. NEAPOLE: It is a question of making 
the money do the most good for the most people. The 
avérage person's day-to-day requirements are of a short- 
term nature in business. By staying in the short-term 
mostly, as I said before, we can make the most money 


do the most good for the most people, 
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THE CHAIRMAN: And it 1s in that laine of 


business that you have developed your special expertase 
as commercial banks? | 

MR. NEAPOLE? ‘That ie right. In the history 
of the country it had to be that way. 

COMMISSIONER BROWN: It is not related to 
the shortness, the liquidity of your liabilities? 

MR. NEAPOLE: Oh, yes, it is to some extent, 
but on the average the requirements of the country at 
large are of a short-term nature, that is, the day-to 
day requirements of business, the financing of inven- 
tories, the receivables, and so forth. 

| COMMISSIONER LEMAN: Could we look for a 
kas ak page 135? There you show that the gross 
yield on securities as against the gross yield on 
loans -- those are gross yields, are cheogiels at the 
bottom of the table? 

MR. MULHOLLAND: Yes, they are, Mr. Leman. 

COMMISS TONER LEMAN: That is why I asked 
you the question in the way I did. I was using the 
word "normal" in the sense of over time. 18-46 etWays 
true that after proper costing you would consider the 
return on loans lower than the returns on securities? 
There are contath areas there where the yield is quite 
high. Would one have to imply therefore, that, let 
us say, in 19h5; the cost of administering loans was 
more than the difference in the gross yield? 

MR, MULHOLLAND: I would say that in 1945, 
Mr. Leman, the low rates of return on investments, very 


low rates of returns prevailing in those years, 48 a 
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recall it, would have a bearing on that low gross vaiiah 

COMMISSIONER LEMAN: Could we think of the 
year 1945 as perhaps a year where the net profitability 
on loans may have NEP higher than on investments? 

MR. MULHOLLAND: Yes. The answer to that 
would be yes. 

COMMISSIONER LEMAN: It was in that sense 
I was using the word "normal". Do you think that over 
a long period the statement would be true that the 
net yield on loans would be lower than on investments, 
over the long run? 

MR. MULHOLLAND: My answer to that, Mr. 
Leman, would be that over the long run it asks axerege 
put. 

. COMMISSIONER LEMAN: To be about equal? 

MR. MULHOLLAND: To be about equal. 

MR. WADSWORTH: May I add a further comment? 

THE CHAIRMAN: Yes. 

MR. WADSWORTH: I should like to return to. 
what I said a moment ago about the fact that we regard 
investments, apart from that short-term liquidity, as 
something complementing our lending policy. We have 
already said we regard supplying short-term working 
capital as one of our prime requirements. So, to 
answer your question, if it can be answered in a general 
way, if investment policy was not complementing our 
lending policy, it would probably follow that we would 
pursue a different investment policy end 6. Aifferent..,... 


composition of our portfolio. 
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investment insitution for savings, so that our yields | 

on investments are often influenced by our wriiitee ee 
requirements or our anticipated lending requirements 

and the shortness or length of our portfolio. 

THE CHATRMAN: From that do we draw the 
inference that if you had not chosen as your main line 
of business extending loans, you would have been free 
to have entered into a greater degree long-term invest- 
ments which would yield more? 

MR. WADSWORTH: I would suggest, Mr. Chairman 
with all respect, that in that way we would not have 
been performing our banking functions. 

THE CHAIRMAN: I suppose it is purely a 
hypothetical question in view of the type of business 
that. you carry on, but it is also true, is it not, that 
if you were not carrying on functions of banking as you 
have described them you might have been in quite a 
different position with respect to your ability to 
attract deposits and to attract funds for investments? 

MR. WADSWORTH: With respect to certain types 
of deposits I would agree, we would have become probably 
more of a specialized institution rather than providing 
a broad banking service, and I would think that some 
other form or something else would have found its place 
in the financial economy to take the place we had 
vacated. 

THE CHAIRMAN: I think in some other part of 
your submission you have entered into discussion of 
the banking business and you regard the banking business 


as being one primarily concerned with short-term 
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securities, the banking business as you carry it on, 

I get the impression you regard that as being peculiar 
to banking, that a business which engages in long-term 
investments primarily is outside the scope of what is 
ordinarily known as banking. Is that the way you 
regard it? 

MR. MULHOLLAND: Yes, that would be a fair 
definition. 

THE CHAIRMAN: So, you would distinguish 
your type of business from the ordinary savings bank 
type of business, would you, -- that is, a bank known 
as @ savings bank which does not deal in the sort of 
short-term business that you do? | 

MR. MULHOLLAND: Other financial interme- 
diaries, Mr. Chairman, acquire or attract deposits 
on Longer term. Therefore, they are more interested, in 
and their primary objective is. to invest those funds 
coming to them in longer term loans or investments, 
The savings deposits in banks follow a chequing: = 
basis and they are very definitely on a demand basis. 
There is a time feature attached to them, but. they are 
considered, and quite often so, as on a demand basis, 
and therefore, those deposits must be used with care 
primarily on a short-term basis. 

MR. LORENZO HEBERT: .May I ad@.something? 

THE CHAIRMAN: Yes, certainly. 

MR, LORENZO HEBERT: There 18 .a very definite need 
in our modern economy for working capital. Ever since 
we had the industrial revolution, the needs of modern 


industry for working capital have not been the same 
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from day to day*or even from month to month “or year to’’ 
year. There are ups and downs in every kind of business 

The banks, of course, were created after 
that industrial revolution, just to Pere these very 
particular needs of our modern industry. So, the prime 
function of the bank is to supply that. The banks were 
created and developed in that sense, and we have branche 
which enable us to collect the necessary capital sé Ohes 
and that is why the prime function of the bank is to 
serve those needs, and our portfolio, of course, 18 just 
ancilliary to that. 

On some kinds of investments the cost of 
operations are so low that they will probably Be Wow’ 
profitable than on some loans where the costs ere 80 
high, but for the last few years, of course, there has 
not been much difference between the net yield on 
investment of loans, but in 1945, when» the policy of 
the government was to have low interest on bonds, well, 
the net yield on our loans was higher than on the 
investments. 

I do not know whether I make myself clear 
or not. | 

THE CHAIRMAN: Yes, I have got a pretty clear 
idea now of what you have in mind. 

COMMISSIONER LEMAN: On the last point, Mr. 
Mulholland, that you made: this view that you have on 
liquidity is a particular requirement that each bank has 
to keep its eye on,because the deposits in the banking 


system as a whole have never gone down and cannot very 


well go down, can they? 
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MR. MULHOLLAND: No, that is true. 

COMMISSIONER LEMAN: So that theoretically, 
if there was one big chartered bank it would not have 
to have the same attitude towards this liquidity problem, 
would it? It cannot lose deposits. If someone with- 
draws & deposit, somebody else puts it right back in, 
doesn't he? 

MR, HACKETT: Perhaps I could*Say a word on 
that, Mr. Leman. I would not say that the deposits 
in the system as a whole could never go down. On 
occasion they have gone down. There was an occasion 
several months ago, quite recently, when they went 
down rather significantly, but that is attas all aeminor 
point. I think that from the practical aspects of the 
problem, these situations of choice arise when your 
deposits for the system as a whole are, as you suggest, 
stable, but where for one reason or another there is 
a sustained upward demand for loans, the framework is 
only so large and then we are faced with the problem 


of deploying our assets within our stable framework, 
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It is at points such as those that the question of what 
priorities we give to the various types of assets we may 
acquire enters into this in a very practical way. , 

COMMISSIONER BROWN: While we are taking that 
reply in the context of the previous disdussion about 
investments when there was a strong loan demand, yes are 
implying it is a less profitable time for the veties than 
when they are able to invest in securities? . 

MR. HACKETT: When there is a strong logan 
demand a number of things happen, Mr. Brown. You gat 
a different asset mix. When there is a strong loan 
demand bond prices decline and current yield on bonds, 
ap we know, arise substantially, and that is precisely 
the time when the banks cannot in the aggregate be 
buyers of securities, they are more likely to be sellena 
This is not a matter of comparative yield or comparative 
advantage on a yield basis; banks are letting their — 
loan portfolios run down in order to accommodate the 
loan demand. 

THE CHAIRMAN: Security portfolios? 

MR, HACKETT: I beg your pardon, security 
portfolios; letting their investment portfolios run 
down -- if I could correct that for the record -- in 
order to accommodate loan demands. 

- COMMISSIONER BROWN: But was that my duestion 

MR. HACKETT: I do hope so, sir! Perhaps 
we could have another try. 

COMMISSIONER BROWN: In the context of the 
previous discussion in which this business about the 


of 
profitability/investments and profitability of }oans 
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came up, I asked if in view of that was the Manica 
operation more profitable or less profitable when there 
was strong demand for loans; that was the question. 

MR. HACKETT: I think, sir, there are other 
considerations which get into that; there is the matter 


of the asset mix and from the profitability standpoint, 


and this is a distinction which I would like to introdue 
here; the loss you take on the sale of securities is 
a deduction from your profits for that year. 

COMMISSIONER BROWN: I understand that, Mr. 
Hackett, but I am merely asking which is the more. 
profitable set of operations for a chartered pank? 

MR. WADSWORTH: May I say a word? I think, 
broadly speaking, when bank loan ratios are higher -- 
and I am speaking in the broadest sense -- the operation 
from the earnings point of view is certainly better 
because when you have a low loan demand you probably 
have a low yield on investments at the same time. 

I think there are certain cases and at certal 
times other circumstances that work into it, This, as 
you know, is covered in our brief, but the competition 
factor and the time when the loan demand is high -- 
probably the competition for deposits is high -- benka 
have been up against the question of the interest rate 
ceilings and things like that, but I think that the 
broad answer to your question, in my opinion, would be 
yes. 

COMMISSIONER BROWN: That is what I wanted. 

THE CHAIRMAN: There are considerable 


fluctuations in loans, in the total bank loans from time 


by 
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to time, I assume, It seems to me that I have seen 
the figures on that. 

COMMISSIONER BROWN: It comes out very 
clearly on the figures on page 135. 

COMMISSIONER LEMAN: I am interested in 

this subject. I think it was pointed out earlier that 
the banks also have got not only this distiction between 
daanbmendenind loans but also consider that the main 
function is to make short-term loans, working capital 
loans, but are these loans in fact very short term? The 
fact that they are perhaps demand loans makes them reall 
short term because of the contract arrangements with 
the customer, but do they in fact not stay on the bank's 
books for a long period of time? 

MR. NEAPOLE: The answer is yes to both 
questions. There i185 no question about it that in the 
revolving type of lending operations the loans °- 

to customers might be more or less the same 
figure for quite a length of time. It will fluctuate 
in some degree, but it is probably more the common 
case now than it used to be,simply because I think 
business in Canada is less seasonal in many ways than 
it used to be. 

For instance, lumber operations are carried 
on all summer as well as all winter, so that you may not 
have the seasonal payout from that type of operation. 

On the other hand, the level might be lower instead of 
the peaks. You will have cases wheve there are 
definite seasonal operations, such as canning vegetables 


or something like that, or canning fish, where you do 
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have a definite payout on your loans from time to time, 
but on the other hand -- provided business is going in 

a logical pattern -- we regard that as being, let us say 
not the equivalent of a payout, but certainly a 
satisfactory trend as far as the balance 18 concerned 
in our appraisal of the account. 

THE CHAIRMAN: Does it make any difference 
to you whether you loan money, knowing that every six 
months or so you will renew the loan, which was given 
for the purpose of some construction project, or 
something that necessarily would be a long-term 
business, as distinct from the sort of loans that you 
have described for working capital? There is @ revolvin 
revolution in it. 

MR. NEAPOLE: When we make a loan for a 
construction project, as a rule it is made against a 
definite payout of some description. 

THE CHAIRMAN: Yes, but on various occasions 
you will renew that loan? 

MR. NEAPOLE: That is true. 

THE CHAIRMAN: Is there any policy as to 
the limits within which you renew loans of that kind? 

MR. NEAPOLE: There again, so much depends 
on your original arrangement with the customer. As 8 
rule, as I said, there is definite payout in sight, 
either from earnings or perhaps from a mortgage or 
capital financing of some description. 

Now, in some cases the customer will « ome 
back to us after a period of six months or 4 year, or 


something, and say that the cost of capital borrowing 
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is too high right now, could he carry it for another 
six months or something of that kind, but we do have to 
deal with that, I am safe in saying. The other general 
managers may say aDMNthine about this, too, but we do 
have to deal with each situation as we see it. 

I couldn't say that we have a definite policy 
on a thing of that kind, unless it may become too 
prevalent and then we would try to make certain that th 
did go to the capital pinback 

THE CHAIRMAN: You do not regard loans of 
that kind as one of the prime features of your business? 

MR, NEAPOLE: I would say that they are 
relatively small in relation to the total of our loaning 
operations. 

THE CHAIRMAN: It would mostly be, if loans 
are renewed, they would be of a revolving nature to deal 
with any situations as they arise. 

MR. NEAPOLE: Usually, yes. 

THE CHAIRMAN: You have suggested in your 
brief that the general prohibition on mortgage lending 
should be removed. You have in mind, apparently, 
engaging to a greater extent than you have in mortgage 
lending? 

MR, NEAPOLE: Well, sir, I am seen this is 
something in which the different banks will perhaps 
disagree. Certainly as far as my own bank is concerned 
we do not look upon it as being anything more than a' 
permissive feature. We haven't thought of going out 
into big commercial mortgages, or anything of that kind. 


I think we all feel -- and I think I am safe in saying 
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this -=- we all feel that there should be a permissive 
feature there to meet competition of one kind or 
another. 

THE CHAIRMAN: You don't visualize that as 
@ large part of your future business? 

MR. NEAPOLE: Well, I wouldn't, 

THE CHAIRMAN: Or do you? 

“MR. NEAPOLE: No, I wouldn't myself. 

THE CHAIRMAN: But it is the sort of business 
that requires a certain type of employee and staff who 
can service that sort of loan? 

| MR. NEAPOLE: Yes, it would. 

THE CHAIRMAN: And unless you get into that 
sort of a business on a reasonably large a aes it might 
be quite costly? 

MR. NEAPOLE: I suppose it could be, but I 
would think that we would seek advice; if ae dian 
have the people who were qualified, I think we would 
seek advice from people who were qualified under the. 
various properties, for instance, if they were offered 
on a mortgage basis. 

THE CHAIRMAN: But apparently you don't 
take the position that mortgage lending is peculiarly 
the preserve of mortgage companies and trust companies 
who engage in that sort of business in a regylar way? 

MR. NEAPOLE: Well, certainly they do engage 
in that kind of business and we don't suggest that it 
should be enlarged as far as I am concerned any more 
than a permissive type of thing. 


MR. WADSWORTH: May I comment furt.er? I 
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think one of the answers to one of your questions iva’ 
the response of the banks and what they did in the 
National Housing Act field when they obtained permission 
in 1954. There have been several contributing factors, 
as you know, since the ceiling was put on the interest 
rate and where we have had periods of hohe teage string 
gency, but the banks did get into the field in a 
relatively large way. We set up departments and many. 
of us have, I think, experienced mortgage departments 
now as result of our experience in that area, so I 
wouldn't look for any real problems that the banks 
couldn't solve with their present set-up, and probably 
some additions, in handling mortgages of a conventional: 
nature. 

There probably is some degree of difference © 
between the opinions of some of the banks, as Mr. 
Neapole says, as to the entry into this field. I think 
a number of us feel that this is another financial 
service that the public is looking for and that we shout 3 
as he said, have permission to enter this field, subject 
to many factors such as monetary policy and supply of 
money and the composition of our other assets. 

THE CHAIRMAN: Is the reason why you have 
discontinued in this field the 6 per cent ceiling? 

MR. WADSWORTH: It has been a major 
contributing factor. There have been short periods of 
quite tight money, as you knew, where I think under 
any circumstances we would be curtailed to a degree 
at least. When the going rate was 6-3/4 per 


cent -- it is now 64 per cent -- it just would not:tave 
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4 
we 


been practicalfa@ the banks to. / lending at the same 
time at 6 per cent. 

THE CHAIRMAN: Originally you were 
invited to go into the mortgage field, as I recall it, 
I think that is what happened, what is not? 

MR. WADSWORTH: I think that is fair. 

THE CHAIRMAN: It wae moral suasion? 

MR. WADSWORTH: "Invited" I think is better. 

THE CHAIRMAN: You went into 1t somewhat 
reluctantly at first, or had you had this sort of 
business in mind before the invitation? 

MR. WADSWORTH: No, I think we actually 
used the word "reluctance" in the brief in one section 
of it. I think probably it would be just as fair to. 
Say that we were feeling our way. We had to set up 
an organization, we had to really start from seratch 
into a field arda service we had not provided. Once 
we became organized and moved into it, « ~ I think it 
would be fair to say that the competition factor had 
quite a bearing because banks do not move necessarily 
together, and yet if one bank is moving more strongly, 
more aggressively in an area up to a point, I think 
4t follows that other banks from their own competitive 
point of view would take action too. 

THE GHAIRMAN: Well, those who went into 
it apparently regarded it as an appropriate business 
from the point of view of banks? 

MR, WADSWORTH: We did. 

THE CHAIRMAN: And saw that it was sufficiently 


lucrative to be worthwhile expanding, is that the 


eo 


4 cs ca 
ws _ eng flier . og dah CT mi ote: 
a a dass pw Ws 

SISW SOY, vifentatyvO :WAMALAHD an? “9 


|. tt {fecer T os ,blott szegiaom add ofat on of bedtivat 


cd 


é 
a aa os ? 
} i 


$dom at tadw .bsneqqed senw et tedt aimtde I 


-Tf61T el tedd Antidt I +sBPAOWSCAW AM 


Saolseues [eros ecw 3D sMAMALAHD BHT hy, 


| .tevsed at antdt f "bedtyal”  :HTAOWRGAW \AM joosa: 


Ssdwemoe if admit tuew woY »MAMATARD @ET 


to troe elfdt bed voy ben so etetht ve yitastouler 


faotiedival ed? sxoled. batm mt aaenbagd 


elisuvos aw watdt L .oM. :HPROWECAW. JAM 


nelvees eno ai Ytatid oat ak "“sonetoules" brow ect bean 


OF tlel a6 teut ed biuow st tidsdorg Hatdt I sth to 


Gu des o¢ bed eW . yew ave gntfees? one ow Jert ye 
dosexse mort Sista yileer of bed aw ~<Woltoslasare ae fer 
9900. .bebiverg ton bed ew sotvase oe ita biert 6 ogat Ags 

tf antdt I” 3 tt otal bevom bes bestasgio sussed ew igr 
Hel sovoset sviticsegmoo ed¢ tedg yae ot thei od bluew i hes 
Uliveesooed evom dom ob. avued setcnend aniseed s-otiup | 


¥iotorse o10nm gelvom ei Mased ano tL sey bas <Tdtagoo Hes 


as 


Natdts 1 .tnteq 8 ot gu sets as ot ylevleserggs exom s¢ 


svitisdegmon awo atedd mont edmed sedito tadd ewolfet gt 


God aottos wed bluow waty. Yo tatog 


ee ee 


otal Inew odw esodtt .ileW »WAMALAHO SuT 
agontlaud etetuaorgges 1s a8 $k bebcages vitcernages vt 


m YeNaed to wetv to gateq edt mort 


al 


Ht 
: b 
4 
‘, 
’ 
i] 


2 , 6th oW iHTAQWEdAW JAM 
totoltwe Bew of ters wae boa ;WAMAYAHO BHT 8 9 


ea a a ee. ee 


Nethercut & Young ~ 7899 = 


Toronto, Ontaric 


situation? 

MR. WADSWORTH: That is right. 

MR. NEAPOLE: May I make a remark, please? 
There are other things in connection with mortgage 
lending -- and this is through the chartered banks -- 
and one is that they reach all these small places which 
very frequently the larger types of mortgage lenders 
do not, so that there would be cases where quite 
deserving people looking for mortgage money in a smaller 
community would not have access, let us say, to one of 
the larger mortgage lenders except at some cost or 
inconvenience, and all the rest of it. 

THE CHAIRMAN: And, of course, you have vues 
local branches? 

MR, NEAPOLE: That is right. 

THE CHAIRMAN: Which facilitates the business 
in that respect? 

MR. NEAPOLE: Correct. 

COMMISSIONER BROWN:: There are two possible 
intermediate steps, two possible stages or different 
ways of looking at it. One is if things were thrown 
open so that you could go into any kind of mortgages ; 
and the other one was if you could specifically go 
into NHA mortgages regardless of the ceiling on interest 
rates? 

MR. NEAPOLE: Yes. 

COMMISSIONER (BROWN:. Would you take on NHA 
mortgages at the present level, at 64 per cent? 

MR. NEAPOLE: I think that is a question for 


each individual bank to answer, really. At the 6% per 
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cent it is just possible that we would, \but I don't 


know; it would depend on our situation, how | our funds 


z 


were moving. 

MR. MULHOLLAND: May I contribute| something 
here? The answer, as I see it at the present! time, is 
that the banks are very fully loaned up. a primary 


responsibility is for current loans for working capital 


purposes and this might not be the particular tune 
when the banks as a group wouid be enthusiastic ,about 
going into 64 per cent mortgages, put in between When 
the resources are a little more fluid they seven thays 
an opportunity to play their part in taking a share | 


of NHA loans, and then could be shut out of that market 


when they are able to be of assistance to it. 
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COMMISSIONER LEMAN: But do you believe that 
the banks would be essentially "in and outers® 
in that market? 

MR, MULHOLLAND: In the conventional 
mortgage field, or the N.H.A. mortgage field? 

COMMISSIONER LEMAN: Let us take the 
N.H.A. mortgage field first. 

MR, MULHOLLAND: With respect to the con- 
ventional market I think it is fair to say that the 
banks have been in and out, either because of 
difficulty as a matter of monetary policy or a 
Shortage of lending resources, or because of the 
rate of interest. I think, given the permissive 
legislation to go into the conventional mortgage 
market, the only limitation would be a shortage 
of lending resources at any given time. The banks 
would probably have to draw back a bit from that 
conventional market in times of shortage of money, 
but there are many other lending intermediaries who 
might still be able to carry on in that market. 
Indeed, it has been proved that during difficult 
times they have been able to carry on. I am re- 
ferring, of course, to the life insurance companies 
and the mortgage companies, principally. Their 
primary role in their lending activities might be 
said to be somewhat in that field, whereas ours 
would not be. 

MR, WADSWORTH: Might I add a further 
comment on this? I think it would be fair to say 


that the banks would not wish to be “inners and outers" 
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in either the N.H.A. or the conventional field, I 
think it would also be fair to say that if it is. 
felt by the monetary authorities -- and I would like 
to feel it is that way -- that the banks were playing 
a Significant role in the conventional field, whether 
it is in providing competition or in assisting in 
keeping rates at reasonable levels, that in 
establishing monetary policy they would probably take 
this matter into consideration, I cannot answer 
for them, but I think, as it became evident that 
we were providing a service that was needed and 
required ,consideration would probably be given to that. 
It‘is also fair to’say, I thinky that 
in the conventional mortgage field, even more so than 
in the case of the N.H.A. mortgage field -- NoHo Ao 
mortgages, as you know, are generally on an amortized 
basis -- when the banks have built up a reasonable 
portfolio there would be quite a cash flow for re- HI 
investment, even if the monetary authorities were | 
not allowing any particular increase at that time, 
I think that once we became established in the field 
and could prove what we were providing what we think 
is an important service in that area, then we could 
probably carry on, generally speaking, without too 
mach of the “in and out” to which you sefervéatax at 
least, I would hope we could, 
COMMISSIONER LEMAN: Which runs a little 
bit against the earlier view you gave which was 
to the effect that there is a high demand for 


business and personal loans, and the banks tend to 
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satisfy that demand and sacrifice everything else, 

MR. WADSWORTH: No, I would not want 
to leave that impression, I tnink it would still 
be primarily in our darted and that is why I said 

On several factors ; 
that a lot would depend, one of which would be the 
policy being followed by the monetary authority, 
or the central bank, in so far as total bank assets 
were concerned, 

If there was any question of having to 
choose between the two, and if the banks had not 
built up a portfolio and did not have the cash flow, 
then I think we would be looking te the short-term 
mequirements of productive business and te any other 
areas that did not have other sources of funds to 
turn to. 

THE CHAIRMAN: I notice in the state- 
ment I have here of bank assets, which is dated 
March 31, 1962, that the N.H.A. mortgages at that 
time stood at $939 million; personal loans were 
$1.483 billion; business loans, $3.769 billion; 
institutional loans, $206 million; farm loans, 
$443 million; C.SB. loans, $257 million; personal 
loans, $126 million; grain dealers, $287 million; 
municipal loans ,$344 million and provincial loans, 
$14 million. That gives an idea of the outstanding 
N.H.A. mortgages at the present time pretty closely 
in relation to other loans -- the loans of the banks 
generally. 

COMMISSIONER LEMAN: I would like to 


draw a parallel there. In paragraph 91 of your sub- 
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mission you point to the lack of Perrenren peas Oh, the 
part of the banks for corporate mn ap ers 
you seem to consider as part of an investment port- 
folio and not part of a loan function, . You’point 
to the lack of marketability. Would that be fieue 
generally of mortgage loans? Are you not efféhusiastic | 
about them because they lack marketability?, 

MR, WADSWORTH: I think, to 2 en 
if I may answer you, Mr. Leman, it would be ierue; 
to say that, although I think, as you know; eon 


ae ee 
siderable amount of study and work habe sit feadiabeén 


? 


done on the development of secondary markets for’ 
N.H.A. loans, There is still, probably,/a io tof ; 
be done in that area, There are some technical 
problems to be solved, and speciai cor anations 

have been formed. I would think in due course; ‘ 
with the work that has already been done -- [| shank) 
you have been given evidence to this effect by others os 
that a secondary market for N.H.A. loans will develop, : 
There is a partial one now, but it will develop to 
a much further degree. j 


Whether or not there would be a’ 


secondary market for conventional mortgage leans, 

I think, remains to be seen. There, again, I 
think they are actually for a shorter term than 

the N.H.A. loans, and I think the cash throw-off 
through amortization would be relatively greater, 

I think any bank would need to watch the percentages 


of its long-term portfolio or its assets that were 


in that particular field. 
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COMMISSIONER LEMAN: Is it not true 
to say that entry into the mortgage market would tend 
to lengthen the average term of your loans? 

MR. WADSWORTH: I think that is quite 
a fair statement. On the other hand, as we have 
said, there is within our deposits, taken generally, 
a hard core of such deposits. It is true that they 
are repayable on demand, or on a very short-pern 
notice which is never required, but while there are 
movements between accounts in some areas there is 
not too much of that in the savings field. There 
is a hard core that, generally speaking, in total 
is not subject to very wide fluctuation. 

COMMISSIONER LEMAN: That is what I 
am trying to get at. What is the fundamental » 
objection to a lengthening of the dvrakbotebmners 
your loans? 

MR, WADSWORTH: I do not think there 
is, in my opinion, any fundamental objection, subject 
to the judgment of each bank. Dae think we have 
seus relatively good judges in the management of our 
assets and as to the composition of our asset port- 
folios, and as to how far they should go at any one 
time. 

COMMLSSLONER LEMAN: Do you think that 
entry into the conventional mortgage market by the 
banks would contribute to the development of a 


Bpecondary market? 


MR. WADSWORTH: In the conventional 


mortgage field? 
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COMMISSIONER LEMAN; Both conventional 
and N.H.A. 

MR. WADSWORTH: Well, we are in, or we 
were in,the N.H.A. field, and as I think IL said before 
we would still probably be in it to some extent now 
if it had not been for the fact of the ceiling on 
the interest rate that applies to bank loans, 

As to the N.H.A. area I would presume 
the more lenders that are in it the more we would 
probably be a contributing factor to those who were 
developing a secondary mortgage market, 

Frankly, I would not feel qualified 
to answer a question as to the development of a 
secondary mortgage market for conventional loans. 

We do have, as you know, Mr. Chairman, -- I do not 
know whether it is appropriate to say this at this 
point -- one or two specialists in this fields. |. 

I do not know er Mr. Townend of the Toronto- 
Howinion Bank would have any comment to make with 
respect to your question about a secondary market 


for conventional mortgage loans, In the comments 


I have made as to our views regarding the banks' 

entry into this field I have not taken into consideration 

to any great extent a secondary mortgage market,°» 
COMMISSIONER LEMAN: But you had in 


relation to N.H.A. loans? 
MR, WADSWORTH: I think it has been in 
the minds of all of us for some time that the develop- 


ment of this market could have a bearing on the degree 
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Toronto, Ontaric 
of the banks' participation if they felt there was 
an active secondary market, 

COMMISSIONER LEMAN: But would the 
existence of a good secondary market for N.H.A. loans 
be a key factor in the entry by the banks into that 
field? 

MR, WADSWORTH: I would not think it 
would be a key factor, but I think it would be a 
factor to the degree of entry into it, or to the 
degree of re-entry into the N.H.A. field. 

COMMISSIONER LEMAN: It was said earlier 
that one of the principal factors that caused the 
banks to leave that market was the trend of interest 
rates, and the 6 per cent ceiling. But, were there 
other factors that applied to N.H.A., leans and the 
whole set of conditions that was created by the 
C.M.H.C. about which the banks had some complaint, 
or about the working of which they were not Aarts 
satisfied? 

MR, WADSWORTH: I think, as far as the 
banks were concerned, we had no particular point of 
issue on N.H.A. mortgages apart from the -- and I 
come back again to this -- ceiling, © the 6 per cent 
limit. In the development of a secondary mortgage 
market there are a number of areas that our 
specialists in this field have given some thought "to, 
the resolving of which they feel would probably be 
of assistance in the development of a second ary 


mortgage market. 
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Torente, Ontario 
already have had these placed before you, that there 
are a number of details here, and Mr. Townend would 
be glad to mention them at this time if you so wish, 

COMMISSIONER LEMAN: While we are on 
the subject we might as well hear from him instead 
of coming back to this later on, 

MR. TOWNEND: Going back to the earlier 
point about the question of the secondary market 
for conventional loans, there may come a time when 
pension funds, which are buyers of mortgages, might 
wish to purchase higher interest yielding conventional 
mortgages as well as purchasing N.H.A. mortgages, 

The development of the secondary market is still in 
its infancy, and we do not know if that will arise, 

Regarding the second point of suggested 
improvements in N.H.A. mortgages for the purpose 
of the secondary mortgage market, thereare a number 
which I believe you have already had including these: 

al 
the making esrasarn: mortgages, 100 per 
cent guaranteed;,instead of only the ones that were 
processed on and after March 20, 1959. The bulk 
of bank portfolios comprise mortgages that are not 
100 per cent guaranteed. 

Other suggested improvements are, make 
transfer procedures less costly and less cumbersome; 
make C.M.H.C. mortgages available in blocks to suit 
purchasers, and have them readily available at a 
negotiated or stated price; if the auction procedure 
4s to continue then disclose more information for 


the market in relation to high, low and accepted bids; 
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Toronto, Ontario 
run auctions more frequently compatiable with the 
necessary market protection period; and improve 
foreclosure procedures and claim settlements, 

There is a further point in regard to 
title warranty, Mortgages that are sold from the 
government portfolio contain a warranty that title 
to the mortgage is good, In our own case we do 
not know that until a claim is made, Before a 
claim is paid we must’ be able to give the Corporation 


a clear and acceptable title. . We do not 


a 


know until after the claim is submitted whether that 
title will be accepted, 
Those are just a few points, Mr. Chairman 
COMMISSIONER LEMAN: But these are 
points that have to do with the marketability of 
mortgages. 
MR. TOWNEND: Yes. 


COMMISSIONER LEMAN: But when the banks 


are the originators of N.H.A. loans they have to 
look at the title themselves. They have to satisfy 
themselves as to the title. 

MR, TOWNEND: Yes. That is done 
by a qualified lawyer. 

COMMISSIONER BROWN: The last sentence 
in paragraph 210 reads: 

m If the Canadian chartered banks 


enter more heavily into longer term 
investments, it would appear logicagz 
that the Bank of Canada be prepared to 


accept for rediscount some of the longer 
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term instruments that would be acquired 
by the banks in the process and for longer 


rediscount periods than would be now 
possible,® 


Would anybody like to comment upon the 
advisability or feasibility of rediscount privileges 
for N.H.A. mortgages? 

DR, MCLEOD: Mr. Chairman, if I may 
speak for the group on this, we do feel that there: 
would be quite different considerations in mind , 
in rediscounting for this type of operation, That 
is to say, the present rediscounting facilities 
of the banks could be briefly said to be a facility 
for short-run adjustments of cash positions. If 
thie question arises it should be pointed out in 
connection with the suggestion that the banks should 
be induced to go rather further into long-term lending, 
or mortgage lending, than they would in the OTHEHLER 
of their own~decisions along the lines mentioned 
by Mr, Wadsworth earlier, that. there are pro~- 
grams that. would induce them to go further into 
‘this lending. However, I think it would be fair 
to say that we, the banks, would need some additional 
facilites for rediscounting on a different basis 
and for a different purpose in case financial 
conditions change so that our resources seemed to 
be needed more for the type of lending, such as the 
provision of short-term capital, that the banks are 
particularly fitted to provide. 

There would have to be, then, some way, 


in the interests of the whole community, not only in 
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the interests of the banks, of Sexesiesss these 
resources for bailing the banks out or rediscounting, 
partly because of the fact, as has been mentioned, 
that these assets, unlike bonds, are not very readily 
marketable in the ordinary course of events,. 

I think the distinction is that the 
conditions would be quite different, and perhaps ~ 
this underlines the point that the banks' resources 
may be employed in different areas according to the 
funds available to them, and aeeerding to the pressure 
of demand for various types of loans, Perhaps 
I might say that to some extent it would be a 
question of volume, 

In our own submission we say that at. 
would be logical but not necessarily essential to 
have this type of facility, and I think that would 
be interpreted partly in terms of the volume involved. 
If it was a relatively small volume it would not ~ 
be important, but if we ended up by having a sub- 
stantial block of our funds tied up in this oer 
of investment and then conditions changed so that 
our funds appeared to be needed for the type of short- 
term lending that the banks seem to be peculiarly 
suited to grant, and which do not seem to be available 
from others, then we would feel that this facility 


would become more necessary. 


--- Short recess. 
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THE CHAIRMAN: The meeting will now resume. 


COMMISSIONER BROWN: Mr. Mulholland, I wonder 


if someone in your group would discuss for the record 
the recently announced limited degree of re-discount: 
privileges by CMHC, and their estimate of its adequéecy 
or otherwise? 7 

MR. TOWNEND: I note that one of the first 
provisions would be to make existing portfolios 100 . 
per cent guaranteed, and not only those that were | 
made 100 per cent guaranteed after March, 1959. ‘The 
bulk of the banks" portfolio is comprised of mortgages 
made prior to that date. While the secondary naereet 
at the moment is mainly confined to mortgages in 


% 4 


“portfolios from CMHC, we can see a time coming when. +.) 


rie 


the banks and others may wish to dispose of ave of 
their existing portfolios. 

COMMISSIONER BROWN: Has there not been a. 
recent announcement of some sort of rélavecoht 
‘privileges through CMHC? 

MR. TOWNEND: Yes. 

COMMISSIONER BROWN: I have not seen the 
details of it. Have you got the details of it? 

MR, TOWNEND: Not here. I am not quite 
clear on your question, sir. 

COMMISSIONER BROWN: Was there not a recent 
announcement of some form of re-discount privilege 


being available at CMHC? 
MR. TOWNEND: The recollection I have is 
that the short-term lending was to enable people to 


purchase mortgages and carry them until they are turned 
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1} over against subsequent investments. 
2 COMMISSIONER BROWN: Is this’a feagible 
3 operation as far as the banks are concerned? 
4 MR. TOWNEND: I don't think it would affect 
& the banks, sir. 
6| MR. WADSWORTH: May I comment on that, sir. 
7] We will get further information on this 
g] question, but my understanding is that CMHC has announced 
9| that they would make advances to dealers who were 


carrying mortgages for sale at some rate, probably above 
the rate applicable on the mortgage. I do not think 
that ties into what we were speaking about before the 
recess; it is to assist in the marketing of these 
mortgages, as I understand it. 

COMMISSIONER BROWN: This has not been 
mentioned before, and I thought it should be put on the 
record. 

MR. WADSWORTH: Yes. 

COMMISSIONER BROWN: Secondly, I was 
wondering if you could give us 4 comment, Mr. Mulholland 
on the two suggestions that have been made to this 
Commission. After all, the banks are holders of very 
large amounts of NHA mortgages. One suggestion was that 
the NHA rate might be freed and let the market find the 
proper level; the other was the feasibility, or 
practicability, or adviseability of having © NHA 
mortgages on existing houses. 


MR. WADSWORTH: May I endeavour to answer 


that question, Mr. Brown? 


In the first instance our view is, I think, 
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that we do not favour a fluctuating market rate on NHA 
loans. We think it would be better. that the rate be 
set. 

I might edd that. we probably favour more 
flexibility in the changing of the rate from time to 
time. However, we would prefer; speaking for oursélves 
at least, that the rate be set from time to time, 

COMMISSIONER BROWN: Could I ask you why? 

MR. WADSWORTH: I think there are a number 
of reasons. I think with a fluctuating rate, or 
mortgages with the rate changing, or mortgages selling 
at a discount, you probably get an unevenness of rates | 
throughout the whole field of National Housing Act | 
mortgages. 4 

This is part of a broad program. In ite. 
own way it is probably an essential national housing, 
program in smaller outlying areas than it is in the. 
larger metropolitan areas, In other words, this is 
part of an overall national program, as against the 
changes that might take place and do take place in 
fates of conventional mortgages on home loans. I think 
that would be the prime reason. 

COMMISSIONER BROWN: Were you going to deal. | 
now with the second question, Mr. Wadsworth? c i 

MR. WADSWORTH: As to your second question, 


Mr. Brown, I know that many changes have been made along 
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this line, both pro and con. As I understand your . 


question, it is as to whether NHA mortgages Should be . 


made available on present housing. 


Speaking for ourselves, we have no very 
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definite view in this regard. The decision is one to 
be made by the federal government, in the first place; 
but until we have had an opportunity -- and we hope we 
‘will’ have the opportunity of being able to enter as 
another lender in the conventional home field --+- I 
don't think we would have any strong views at the moment | 
one way or the other. Our views would probably 
crystallize more when we had that permission and we 

saw the effects of our participation in the scusektienes 
loan field. 

COMMISSIONER BROWN: Have any other general 
managers any views on this point? I think it is quite 
important. | 

MR. BOYLES: There are a number of arguments 
pro and con. Generally speaking, there is much to be 
said for this type of thing, but it certainly requires . 
much more consideration than has been given it up to 
this point. 

If I may refer to some notes I have made 
on this question, these are some of the arguments 
against the proposal: 

It would make older houses more attractive 
and tend to increase demand, thereby tending to increase 
prices. Price increases would tend to affect the amount 
of funds available for other purposes, that is, new 
houses. 

It is by no means certain that’ the app) \catio 
of NHA to existing houses would increase demand fo: new 
houses. 


NHA prescribed terms would be necessary. 
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The supply of private funds is probably fixed at any 
one time; therefore, there would be less for hew 
housing, thus diminishing the supply of new houses, 

Private lenders have been lending $200 

million to $300 million annually on existing residential 
property as conventional lenders, earning more than the 
NHA rate. It is doubtful that they would continue to 
do so on NHA terms. 

The average loan per transaction would 
increase. There would tend, therefore, to be an increase 
in the government's role as residual lender. Of course, 
administrative problems would result, such ute ievten ie 
policing and so on. These are few of the arguments 
against the proposal. 

COMMISSIONER BROWN: Do I gather that you 
have no arguments in favour of it? 

MR. BOYLES: I will put it this way: there 
are more arguments against it than for it at this point. 

COMMISSIONER BROWN: is this a unanimous 
view? 

MR. BOYLES: I don't suggest that it is, sir. 

MR, MULHOLLAND: It is very difficult to get 
a unanimous view in ©.B.A. 

THE CHAIRMAN: There is unanimity about the 
6 per cent, is there not? 

COMMISSIONER LEMAN: While we are talking 
on the subject of the length of loan considerations, 
short against long, I would like to get a bit of 
information about term loans to businesses. What are 


the trends in this field? Is there a noticeable trend 
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towards or away from term lending in Canada by banks? 

MR, BOYLES: If I understand your question, 
Mr. Leman, it is as to whether there is more demand 
apparent for such loans? 

COMMISSIONER LEMAN: Yes. 

MR. BOYLES: I believe it is fair to say 
yes. AS you know, the demand seems to have been more 
apparent perhaps with the post-war expansion when so 
many small businesses found that they aid not have 
access to the capital markets, and naturally came to 
their banker; and the bankers, seeing the circumstances 
which prevented these people from getting their 
finances in the conventional manner, provided these 

there 
services, and/has been a fairly steady demand throughout 
the last several years. 

COMMISSIONER LEMAN: That is as to the demand 
how about the response? 

MR. BOYLES: The response, of course, has 
been limited to some extent by the monetary conditions, 
but it is the policy generally of the banks to look 
after the small businessman who does not have access 
to the market or to other lenders. Here again one might 
supplement that by saying this is another service that 
the bank feels it should and does make available to the 
Small type of borrower. 

There is another reason. In many cases there 
is no need for a particular borrower to embark on a 
program of long-term borrowing. He probably wants the 
money for two or three years ~ we regard that as a 


term loan. In other words, if he were to go to the 
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capital markets he might not find a wide display of 
interest if the term required was of a relatively short 
nature. 

COMMISS IONER LEMAN: When you talk about a 
term loan from the bank, would a — or three year term 
be a typical term loan? 

MR. BOYLES: Not necessarily, Mr. Leman. 

It might be for a longer period. Here again it depends 
on the circumstances. The borrowerwho has no access to 
the market might indeed require it for a much longer 
period. 

COMMISSIONER LEMAN: What I would like to 
know is what the banks have done; for how long have 
term loans be granted? 

MR. BOYLES: In respect of term? 

COMMISSIONER LEMAN: Yes, in the length of 
the" term. 

MR, BOYLES: I would suggest that they could 
range anywhere from two to 4s much as ten or twelve 
years. 

COMMISSIONER LEMAN: Does the bank have some 
figures, some statistics that they give us on that? 

MR. BOYLES: In respect of term? 

COMMISSIONER LEMAN: In respect of the 
term loan business, its characteristic, and how many 
there have been. 

MR. BOYLES: We do ‘ave statistics covering 
this very subject. I am not su ¢ that it provides 
a table of terms, broken down by classification of 


years, but it could be developed very readily and we 
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would be happy to hand this statement in.due course to 
the Secretary of the Commission. 

COMMISSIONER LEMAN: What are the other 
characteristics of such loans? Do they attract a higher 
rate of interest than the ordinary workimg capital loan? 

MR. BOYLES: Normally they do, when it is | 
possible for us to move within the ceiling. In other 
words, the answer to your question is that normally 
they do command a higher rate than the average 
commercial loan. 

COMMISSIONER LEMAN: What would be the 
Spread? 

MR. BOYLES: Here again, today, when the 
prime rate is 5-3/4 per cent, the rate for term loans 
would be 6 per cent. Let us assume that the prime 
rate was 54, we would probably charge 6 per cent for 
term loans. 

COMMISSIONER LEMAN: The monetary authority 
has at times had suggestions to make to the banking 
system about term loans. But let us just imagine that 
there were no special rules, affecting term lending, and 

“let us imagine also that there were no 6 per cent 
ceiling. On that assumption, from the point of view 
of the banks and their preference, what do you think 
would be the development in term lending business? I 
am basing that question on the assumption that there 
were no rules, no impediments of any kind. 

MR, BOYLES: Normally it goes back to some 
earlier consideration, that one has to think in terms 


of the composition of the asset portfolio. In other 
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words, we still have to keep in mind liquidity require- 
ments, the availability of money, and the fact that this 
type of borrower should, if he can, go to the capital 
markets for his éqaUASnen ts, In other words, to carry 
it another step, usually each of these applications 

is considered in the light of the financial position 

of the applicant. If a banker were to decide that 

this type of borrowing should be done in the capital 
market or through the conventional long-term lenders, 

we would urge the applicant to do so. 

COMMISSIONER LEMAN: We have seen earltfer 
that a large proportion of the more conventional working’ 
capital loans do tend to stay on the books for long« 
periods, despite some fluctuations, as Mr. Neapole 
pointed out. I am wondering what real aiecexnted xe 
makes, 

MR. BOYLES: First of all, you don't regard 
availments under a separate line as term loans, although 
it is true that there is a hard core of loans that never 
seem to be liquidated or removed from the books. But 
in the case of term loans, it is known a& the outset 
that an applicant requires this money for a specific 
term. There is a definite understanding at the outset 
that this loan is required for a certain term of years. 

COMMISSIONER LEMAN: Could we have something 
for the record as to the trend, how much term lending 
has been expanding? Are there any figures that would 
give’ us the order of . magnitude over a period of 
time? Let us take the posvwar period: is there a 


definite trend towards more lending, and if 80, how much? 
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MR, BOYLES: We can supply you with 
statistics to show the trend in that period, and we wil 
be very happy to do so. 

THE CHAIRMAN: To come back for a moment to 
the statement of the assets on March 31, 1962 - have 
you a copy of that, Mr. Mulholland? 

MR. MULHOLLAND: No, I have not, Mr. 
Chairman. 

THE CHAIRMAN: This was supplied to me in 
your brief. However, I think I can deal with it. 

In breaking down the groupe of items here, 
and the relative amounts, it would appear to me to 
work out somewhat in this way: the most liquid assets, 
consisting of Bank of Canada notes and deposits, day- 
to-day loans, treasury bills, Canada Bonds, net foreign 
assets, call loans - amounting, to be exact, to 
r $5,026 million. That is the first group. 

The second group consists of provincial 
securities, municipal securities, corporate securities 
and NHA mortgages are thrown into that group as 


securities and not included in the loan group. 
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The total of those assets amounts to 
approximately just under $2 billion, $1.992 billion, 
Lz I have added it up correctly, which is not 
necessarily so, That is the second group. We 


come to the loans: provincial, municipal, grain 


dealers' loans, instalment finance companies, 


C.S.B. loans, personal loans, farm loans, institutional 
loans, and business loans, a total of approximately 
just under $7 billion, $6.929 billion, + be exact, 
The total is $13.948 billion, So, the relative 
proportions are about five to the liquid assets, about 
two to the securities, and about seven to the 
loans. That would be the proportion. I suppose 
that in the course of time those proportions change 
considerably, do they not? 

MR , MULHOLLAND: Mr. Chairman, to answer 
that point, I have the figures here for January. 2, 
1963. 

THE CHAIRMAN: Yes. 

MR, MULHOLLAND: And I can give you 
the round figures. The total is $14,337 billion; 
which is within $400 million of your total. 

THE CHAIRMAN: Yes. 

MR, MULHOLLAND: The total under what 
you classify as the liquid assets, at, let us say, 
above the line, is $4.873 billion. 

THE CHAIRMAN: Yes. 

MR. MULHOLLAND: And, with respect to 
the security group, may I ask, sir, whether you 


included the insured mortgages in that total? 
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THE CHAIRMAN: N.H.A. mortgages are here 
included as securities in that group. | 

MR, MULHOLLAND: The total for that 
group is $2,018 billion. That indicates the same 
from your date in March to January of this year, 
January end, to be precise. This is taken from the 
Bank of Canada weekly figures, 

THE CHAIRMAN: Those are N.H.A, 
mortgages? : - 

| MR. MULHOLLAND: No. 

THE CHAIRMAN: The whole group? 

MR, MULHOLLAND: Mortgages: svavehtven . 
ntti Apa and corporate securities, | 

THE CHAIRMAN: Then the N.H.A. mortgages 
must have declined? | . 

MR, MULHOLLAND: As of Jahuary 2nd’ they 
were $918 million. 

_ THE CHAIRMAN: That would cover the 

pay-offs. 

MR, MULHOLLAND: The run-offs, 

THE CHAIRMAN: Well, there is not a 
great difference there than the proportions from 


March 31, 1962. There does not seem to be a great 


change. Would you say these proportions are more 


or less in the usual proportions you will find in 
the business or are there times when the fluctuations 


are quite substantial as between one group of assets 


and another? 


MR, HACKETT: Perhaps I could answer 


that, Mr. Chairman. Over a period of perhaps six « 
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months to a year, depending on the credit conditions, - 
there could be a swing of -- and I am speaking ,rather 
generally now -- of perhaps up to ten percentage | 
points --- 

THE CHAIRMAN: Yes, 

MR, HACKETT: -- in what we would term 
the ratio of loans and non-federal government invest- 
ments to deposits. 

THE CHAIRMAN: I will see if I understand 
that. 

MR, HACKETT: We have a tendency to 
group loans and non-federal government investments, . 
and mortgages, I should add. 

THE CHAIRMAN: Yes, well, that would 
be the provincial, municipal, corporate securities? 

MR. HACKETT: Plus insured adr tvengaee 

THE CHAIRMAN: Yes. 

MR; HACKETT: That is roughly the 
difference between what we would regard as a highly 
loaned position and a more normally loaned position, 

MR, MULHOLLAND: If I may add, Mr. 
Chairman, the largest swing in the year, from 
January 1962 to January 1963, in other government 
securities, shows a decline of $426 million, and ar 


increase in general loans of $750 million. So, to 


THE CHAIRMAN: Yes. The largest swings 


} 
' 
that extent there are large swings. | 
are with the business loans? 

| 


MR. MULHOLLAND: Business loans, yes, 


THE CHAIRMAN: That is where the largest 
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Swings occur? 
MR, MULHOLLAND: Yes. 


THE CHAIRMAN: Looking at the business 


loans alone, what are the Swings? 


MR. MULHOLLAND: From January to 


January? 


THE CHAIRMAN: All right, 


eo 


MR, MULHOLLAND: Mr. Chairman, the 
monthly classification of general loans from the 
Bank of Canada statistical summary, November, 1962, 
shows on page 668 the swings in business loans. 
Using March-31, 1962, I have a total of $3.769 bition, 
whereas on October 31, 1962, which is the closest 


I can get to the date of January I have been talking 


THE CHAIRMAN: Yes. Then, if you lock 


: 
about, the total is $4,250 billion. | 
| 
further back to September, 1960, it was $3.245 billion. | : 
MR, MULHOLLAND: That is right, sir. ee 
THE CHAIRMAN: That is about $1 billion | 
less than in October, 1962. 
MR, MULHOLLAND: $1 billion less, right. 
THE CHAIRMAN: So that there is quite 
a big swing in that type of investment? When you 
look at the personal loans in looking at this: 
same document, for September, 1960, the figure is 
- $826 million, and in 1962 it is $1.199 billion, 
So that there has been a pretty steady increase 
there, and the total general loans go from $5 billion 
to $6.6 billion. 
MR, MULHOLLAND: And $55 million. 
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THE CHAIRMAN: Yes, $6,655 biliion, 
That is all a fairly steady increase during that 
period, is it not? | 

MR, MULHOLLAND: Right, sir. 

THE GHAIRMAN: Are there figures here 
that go back earlier to show the performance? 

MR, MACARTHUR: The figures on the 
annual basis are shown on page 664, sir, 

THE CHAIRMAN: I do not know that I 
need go into too much detail on this, I just vented 
to get the general picture, 

COMMISSIONER BROWN: Cowid I ask one 
question in the description ef Saag loans, Mr, 
Chairman? | ; | 3 
“ THE CHAIRMAN: Yes. 

COMMISSIONER BROWN: Where do loans 
to the instrumentalitiesof provinces, guaranteed by 
the provinces, come? Do they come under general 
leans or loans to provinces? 


MR. MULHOLLAND: Loans to provinces, 


Mr. Brown, 

COMMISSIONER BROWN: They all come 
under loans to provinces? 

MR, MULHOLLAND: You are referring to 
municipal? 

, COMMISSIONER BROWN: No, I am referring 
to loans to, say, Ontario Hydro or B.C, Electric, 

B. C. Hydro? Where do those appear in your statistics 
MR. BOYLES: The loans are made to the 


body of the government. I believe that is what you 
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have in mind, is that right, or are guaranteed by the 


province? 
| COMMISSIONER BROWN: To the instrumenta]d ty 
of the government? | | 
MR, BOYLES: They are shown under ° 
provincial government loans, always, That is the 
particular type to which you desae, Let us assume 
that some commercial loan happened to have the 
guarantee of the province behind it, That would 
be shown under general loans, Loans to the 
Ontario Hydro, let us say, come under general loans. 
COMMISSIONER BROWN: That is the question 
I asked. I wanted to know about loans to fief onthizo 
Hydro or the B.C. Hydro. Those appear under general 
“loans? | 
: MR, BOYLES: Yes. 
COMMISSIONER BROWN: What is your 
security? 
| MR. BOYLES: Usually in that épge of 
loan we have the guarantee of the province, . 


COMMISSIONER BROWN: This is your only 


security, is it not? 


oe 
| 
MR, BOYLES: Usually. I cannot think | 
of any other type of security at the moment. 
COMMISSIONER BROWN: How about under 
securities? You have provincial securities, municipal | 


securities, and corporate securities. Where would 


Ontério Hydro bonds appear? 
MR, HACKETT: That, Mr. Brown, would 


be under, provincial securities. 
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COMMISSIONER’ BROWN: Can we have an 
explanation as to why these are treated differently? 

MR. HACKETT: This is really an 
accounting matter, and I speak subject to peetsction 
here, but I think the banks are required to place 
these undér various headings in the reporting they 
make to the Bank of Canada and the government. It 
is a chief accountant's classification, and I think 
they have certain direction in that respect. 

I may say that from the securities end 
we would not. normally ténd to differentiate between 
a provincially-guaranteed obligation such ae deter e 
Hydro and an obligation of the province itself. It 
would seem to fit the practicalities of the matter, 

COMMISSIONER BROWN: Why, when you come 
to loans, do you put them into different categories? 

MR, MACARTHUR: May I interject that 7 
the table shows direct and guaranteed securities. 

COMMISSIONER BROWN: I am asking 
why there is this distinction when you get down 
to loans? 

| MR. WADSWORTH: I think it would be 
fair to say on that, as Mr. Hackett was saying, Mr. 


Brown, that the classifications we follow on loans 


within that heading of general loans -- it is a 
fairly lengthy one and it has been submitted to yau -- 
has been done by agreement. In other words, in 
agreement with the authorities in Ottawa and the 
central bank, who request this information, they set 


out various categories as to occupation. It could 
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be a Hydro loan guaranteed by the government, but in = 


their opinion, and in ours, it is a public utility | 
loan, . They are endeavouring to get not the security 
behind it as much as the broad diversification 
behind it, and the trends in certain years, 

MR. BOYLES: Usually you find that 
the pLassitl cation oe the components of a balance 
sheet is a matter of instruction to the banks from 
the Inspector General of Banks. 

COMMISSIONER BROWN: You have given me 
a more direct answer than anybody else. Thank you 
very much, 


a a ae 


THE CHAIRMAN: If the chartered banks 


were not permitted to engage in the Savings business, — 


as they are not, apparently, in the United States, 
that would substantially change the asset picture, 
would it not? In other words, the relationship 
between the Liquid and less liquid securities would 
be greatly different if you did not have the savings 


deposit business? 

MR, WADSWORTH: May I revert, if I 
understood it correctly, Mr. Chairman, to the first 
part of your statement, that the commereial banks 
in the United States were not permitted to operate 
in the savings field. They do. They always have. 

I believe that in a certain period in the United 
States they probably had not paid the attentfon to 
the savings deposits that they\had in the past. aoe 

THE CHAIRMAN: I was under that 


impression. I do not know where I picked that up. 
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MR. WADSWORTH: But they still have 
substantial amounts of savings deposits, 

THE CHAIRMAN: They are not demas to 
cheque, They do not have chequable accounts. 

MR. BOYLES: It is not the practice 
to have chequing against savings, but about one- 
third of the deposits are, I believe, personal 
Savings deposits, | 

THE CHAIRMAN: And those savings: are 
used in the same way as the savings are in your 
System, or are they segregated in some way? Is 
it departmentalized, in other words? ae 

MR. BOYLES: I think 3 a degree there 
has been more of a tendency to departmentalize them 
in the United States, particularly in the specialized 
Savings institutions, 

MR. LORENZO HEBERT: I think the 
commercial banks have savings deposits the same 
way as Canadian banks, and that the use of them 
is not restricted in any way, not any more than they 


are in Canada. 


THE CHAIRMAN: In the United States? 
MR, LORENZO HEBERT: Right. 
THE CHAIRMAN: As to personal loans, 
it has been suggested that the banks are in a 
position to take the cream of this business away 
from some other competing institutions, who are 
left with the more risky part of this business, 
Is there any truth in that allegation? 


MR, BOYLES: Mr. Chairman, I do not 
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like to think there is proof of that allegation, as 
a direct answer to your question, but we feel that 
this type of lending is a natural field for the banks 
to serve, and also we are equipped through our wide- 
spread chain of branches to reach the consumers 

who require this type of financing, and who do not 
have access, perhaps, to the other types of lending 
institutions, I repeat that we are in a position 

to provide this service and it is the natural field 


in which we should be operating. 
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THE CHAIRMAN: If the 6 per cent ceiling | 
were lifted, would that open up to you further | 
prospects of business in the way of personal ]gans? 

+ 

MR, BOYLES: Not necessarily, Mr, 
Chairman; much could depend on the cost in every 
direction. In other words, the cost naturally 
here is one of the prime basis for the charges 
and I don't think it is fair to suggest that if 
the ceiling were removed that there would be an 
immediate increase in our charges for this type 
of loan. 

COMMISSIONER BROWN: Have you costed 
these loans as against ordinary loans? What is 
the difference in cost? 

MR. BOYLES: Well, first of all, Mr, 
Brown, there have been tests made and estimates 
made from time to time and I think that it is fair 
to say that we have not reached the point where we | 
consider that we have factual cost or cost that 


can really reflect what the experience will be, | 


You will appreciate that most of the 


banks are fairly new in this field, and also that 


—— 


there is a waiting on non-recurring costs in getting 
embarked, as it were; you have to get your organization 
established, perhaps you have a heavy selling 

campaign through the medium of advertising, or 
otherwise, and naturally it follows until you have 

a volume built up or you have brought about moré 
efficiency by having your staff trained with ex- 


perience, that it is pretty difficult to determine 


_  gegtedo odd sot etesd emtag ert to eno et eter 
: 
; 


| ghtfteo daeo xeq Oo eis 21 :MAMMIABO BHT 
| yontit soy od qv asqo tsdd blyuow ,bedtiti etew 
fause, Isacazsq to ysw odd mt esoniaud ‘to estoaqaotg 
st «Wiites2so0a vom ;287YOa .AM | | 
yteve at veco sid co breqeh biyoo doum jasmrtedd 


yiltsautsn Igo srid .sbs%ow todto alt efottoorth 


It teddy Jeoggue ot tsi at di antd? J'aob I bas 
Ne od bilsuow ered? tadt bevomer stew gatifeses odd¢ 
eqys elnt tot esgrsno wo at sassront sitet bout 
| .160f to 
beteco voy esvsH :AWOHE ARHOTERINOO 
al saeayw feneol vienibro tentegse es aasol sasd? 
fSsoo At sonore titp edz 
ot .[f8 to testt .[foW  :88aYoa .AM 
sevsmivas bas oben aie aged sved oxeeid ( MMOTE 
thet et th ¢edd Aakeis 1 bas smtt o¢ smid mort ebem 
Sw oxettw datog sit benosex Joa sven ow tsdt yse o¢ 
taat Jaoo zo deoo [sutoat eved ow tant rebtenoos 
/ ood Ifltw sonelteqgxe ont tect tosltet yiises aso 
eis to veom tent sislosuqgs Litw soy 
/ $sdy o2is6 bas .bfett etAd ot wee ylatet ons evasd 
) gatdseg at ateoo gsnlixwoer-con no gniview e et ered? 
MOitaxtasguo mso6y seg o¢ ever yoy :etow Jt as . bedisdms 
gnifise yvsed 5s sved LOY aqsdreq bedatidetes 
tO .gaitatiaevbs to asthem edt davort natsqmss 
ved woy Ltiny ewolflot st yiisavten bas ,oalwieiso 
stom tuodr tdasoud sved soy to qu dited emufov s 


-xe diiw benists Tisse «voy gatved yd yonstoltte 


on tuvrates ao +frra 99 FR tpt 4am ck OP [6h ——— fa 


Nethereut & Young ~ 79934 


Terento, Ontario 
what might be regarded as a realistic cost basis, 

COMMISSIONER BROWN: Are they more 
costly to servicé than ordinary loans? 

MR. BOYLES: Yes. In the first place 
the conventional type of loan -- and I am pean a 
generally, of course -= it doesn't require the 
Same processing costs, it doesn't require the same 
collecting costs, and, of course, you recognize, 
too, that this type of loan is an instalment loan. 

COMMISSIONER BROWN: I am sorry, I 
used the wrong word in my question; I meant to say 
are they more profitable or less profitable than 
ordinary loans? You don't know yet? 

wR. BOYLES; _ Actually, we have determined 
with some degree of accuracy what our costs are, 
but it wouldn't be fair for me to suggest that they 
are either more costly or less costly. 

COMMISSIONER BROWN: You used the same 
word, but you mean more profitable or less profitable? 

MR, BOYLES: Right. 

THE CHAIRMAN: Well, at the present 
time is it right to say that the business of the 
banks in this field is 6 per cent business, and when 
you leave that and you get into the finance companies' 
activities there is a sudden jump, the rates are | 
considerably higher than 6 per cent on the average, 
are they not? 

MR. BOYLES: Mr. Chairman, this goes 
back really to the point Mr. Brown made as well. 


In the case of the conventional loan 
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it is generally regarded that the overall interest 
factor should compensate you not only for the cost 
of funds required in the operation, but also the 


administration costs, 


i 


In the case of the instalment credit 
loan, where we know that the cost of dealing. with 
this type of loan is, indeed, considerably higher. - 
than that pertaining to the normal BGA0GRtroned 
loan, that there are certain costs 
that must be recovered by ;: additional charges, 
and that is the reason for the difference in the 
overall cost of the loan, 


THE CHAIRMAN: Well, if the 6 per cent | 


\ 


rate was raised, would you then increase the interest 
rate on these loans and include tn the rate of 
hinhouns the finance charges? 

MR. BOYLES: Deets not inconceivable, 

THE CHAIRMAN: But now you do make 
certain finance charges on this type of loan? 

MR, BOYLES: To compensate us vor the 
unrecovered costs. 

COMMISSIONER BROWN: I am surprised 
at the banks going into a field like this and 


not knowing whether it is profitable or not. 


MR, BOYLES: We had, Mr. Brown, of 


course, the benefit of the axperience of others 


more especially outside of Canada, and we were able 


to base some of our thinking and estimates, naw 89 on, 


on their experience. *j 
COMMISSIONER BROWN: You must have some 
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estimates, then, of these costs, 

MR. BOYLES: Sorry? 

COMMISSIONER BROWN: You must have 
some estimates of Te costs? 

‘MR, BOYLES: We do, sir, 

COMMISSIONER BROWN: All right. Then, 
based on these estimates, are these more profitable 
or less profitable than ordinary lending? 

MR, BOYLES: Based.on the Sélinates | 
they are less profitable, 

COMMISSIONER BROWN: Than ordinary 
lending? 

MR. BOYLES: I am thinking in terms 
of individual loans, yes. 

COMMISSIONER BROWN: I am puzzled, Mr. 
Chairman. We start with the most profitable busi- 
ness, securities, and the next less profitable _ 
business is loaning, and the least profitable busi- 
ness is the new branch, personal loans, I am con- 
fused; I really am. This can't be so, surely. 

MR. BOYLES: Well, first of all, as 
I said earlier, we don't have the real cost figures, 
but the estimates show that they are indeed less 
profitable than the usual conventional loans, aA 
am talking about an individual loan. One of the 
important factors one must consider is that volume 
is of necessity a requirement. | 

COMMISSIONER BROWN: Why go into it 


if 1¢ will be less profitable? That is what I don't 


follow, 
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MR. LORENZO HEBERT: There is a very 
heavy demand from our customers; they need this | 
more and more and more every year, They insist on 
getting them; it 1s part of our modern life, and 
that is one type of service that maybe we didn't 
have to provide 25 years ago GGt. bawe we have t6 
provide today. | 

COMMISSIONER BROWN: You made quite 
a lot throughout the brief of these accounts that’ 
are not being charged enough; the current accounts : 
are not paying their fair share of charges, and 80 | 
forth, Why not when you start on something ns . ; 
dike this, why not charge enough to make a profit | 
on it? Apparently you still have a margin between 
what you are charging and the competition. t don't 
understand this. xa 

MR, NEAPOLE: I could say something on 
that, because we were the ast bank to come into this, 


or almost the last, and we made a large volume of 


these loans year after year after year at 6 per 


cent, and on the advice of our solicitors ~- We 
were told that anything more than six in a total, 
so to speak, no matter how you described it, was { 
illegal. However, we finally~found there were other I 
solicitors! opinions, too! It is like changing 

your doctor sometimes, but ‘we found there were 

other solicitors' opinions and we started out on our 
term plan by charging 6 per cent simple interest, 

plus $1.60 per month per thousand as & service charge. 


Now, I don't know yet what our costes 
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are because we have only been in it since April, but 
1 am prepared to guess that we are probably breaking 
even, but what we have done is convert business 
that was being done at bipeer cent ~~ I am admitting 
it -- a lot of business being done at 6 per cent to 
edad which is now using about 9.6, and it is 
as simple as that. 

THE CHAIRMAN: To translate, the 6 per 
cent interest rate plus the finance charges? 

MR, NEAPOLE: That is right. | 

THE CHAIRMAN: you come to an overall 
interest rate, and it comes to about 94 per cent? 

MR. NEAPOLE: Yes, It varies a little 
bit. 

THE CHAIRMAN: It might be more than 
that? 

MR. NEAPOLE: It varies a little wee 
bit according to the actual time the thing is 
outstanding, but I think it runs from about 9052 
to about 9.6, the average interest cost, 

THE CHAIRMAN: But if the solicitors 
who have the opinion that it was illegal to make 
a service charge, if they were right, then if, as 
and when the 6 per cent is lifted, you would be 
charging interest rates of 95 or more? 

MR. NEAPOLE: That Bendy gor my guess, 
It would be a competitive thing, actually. 

' THE CHAIRMAN: You will be competing? 

MR. NEAPOLE: The price will be | 


determined pretty well by the market, I think, 
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THE CHAIRMAN: You Will be competing 
with the finance companies4 

MR, NEAPOLE: ths well, and everybody 
else who is lending itke that; department stores, 
if you will, on their time accounts, and everything 
else, a | 

COMMISSIONER BROWN: I think that 
Commerce has been in this business longest, haven't 


they? | a 


Pi 


i 


MR, WADSWORTH: Yea, 

COMMISSIONER BROWN: Can you give we 
the benefit of your *®xperience on this? 

MR. WADSWORTH: We submitted quite 
detailed figures at the time of the Bank Act 
revision. I can't submit similar fidtinved at this 


time. At that time, apart from our own bookkeeping 


we had chartered accountants atudying it, 
COMMISSIONER BROWN: What is the picture | 
in general terms? 
MR, WADSWORTH: Speaking In general 
terms, our experience on this point and with a 
rough allocation of costs -- and I don't want to ; 
be too lengthy -- but the problems between banks | 
vary; some centralize and some are unable in @ 
branch to do this, and it 1s hard to cover the whole 
: overhead cost in it, but I would certainly think from 
our experience -- the volume has a bearing on this rie 
that they are at least as profitable as other lending | 


outlets. | 4 
COMMISSIONER BROWN: Have you found it 
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necessary to change youn overall charges since you 
started? | 
MR. WADSWORTH: Well, ours does change 
a bit because here, again, procedures ditters With 
ali due respect to another general manager, we had 
a different legal opinion back in the: 1930's and 
it indicated that we were within the legal require- 
ments, 
THE CHAIRMAN: Which legal opinion 
did you pick? 
MR, WADSWORTH: Mr. Chairman, we frankly 
only had --- | 
THE CHAIRMAN: I will not press a 
MR, WADSWORTH: We only had one legal 
opinion, which came from our solicitors at.the : 
time and which we were provided with throughout: 
so our procedure is a little different; we don't 
make a service charge with the loan -- and I think, . 
this is all outlined here -- a isranit is placed 
in the savings account, so our rate varies because of 
the deposits that are made, which ultimately liquidate fi 
the loans, they are paid interest at the current 
Savings rate, so that as that rate may change from 
time to time the overall -- you might say that the 
effective cost varies -- and that while the basic 
6 per cent rate that we charge on the loan when 
it is granted is not changed, the amount. of interest 
that the borrower will receive on the savings 
varied, and therefore reduces his overall 


account is 


cost of the loan. Does that answer your question? 
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7 COMMISSIONER BROWN: In other words, 

2| your charges haVe, in fact, been going’ down? 

3| MR. WADSWORTH: As the savings’ 

| rates went up. 

| COMMISSIONER BROWN: Because you 

| always charge the 6 per cent on the Joan side? 

7 MR. WADSWORTH: That is right. 

: COMMISSIONER LEMAN: How do you feel 

9 about the ceiling on that kind of business, the rate 

10 celling or some kind of a regulation of the terms 

11} on personel loans? 

12 MR, WADSWORTH: I don't think as far 

13 as banks are concerned, Mr, Leman, that we would 

14 require a celling, and I mean this most sincerely; 

15 eompetition would ensure that the rates did et 

16 get out of line, All banks or most banks are now 

17 into this field; it is true that we were into it 

18 for quite a period alone, but I feel quite sure 
19| that as other banks build up a volume -- and they | 

| 
20 | are doing it very rapidly -- that that would be the : 
21) greatest safeguard that the rates would not become | 
| 

=a out of line between the banks. 
cad COMMISSIONER BROWN: Could we have a 
24| picture of what the different rates are, or do you 
2 have to go and borrow from another bank in order 
26 | to find out what they are charging you? 
27 | MR. NEAPOLE: I know, but I wouldn't 
ae | want to quote 1t myself. We have studied 1%} of 

29) course, because of the competitive feature, 


COMMISSIONER BROWN: Could the C.B.A. | 
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tell us? 

MR, MULHOLLAND: We haven't got that 
figure, Mr. Brown, 

COMMISSIONER BROWN: A series of 
figures on the range of charges. 

MR, MULHOLLAND: We watch each other 
very closely and we are very competitive, | 

COMMISSIONER BROWN: Could we get this, 
or do we have to send our staff out to borrow some 
money? 

| MR, MULHOLLAND: No, we can provide 

those, 

COMMISSIONER BROWN: The Secretary 
wants to know if I can guarantee that the staff 


will be able to get the loans} 


MR, LORENZO HEBERT: For sample purposes, 

MR, MULHOLLAND: There is one feature 
about these loans that I think should be brought 
into the record; they are proving -+ as the other 
general managers have said -- very popular in the 
bank branches. It provides a very all around 
service at every branch of any bank that is in 
this eres and in remote places as well, and 
in large cities, which is most important, and one 
feature of it which seems to be very acceptable 
to the borrower is the life insured feature, 

Previously when loans were granted on 
a personal basis, and speaking for my own bank we 
have been in the personal loan field as such for 


many years, fifteen or twenty years, and had a large 
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volume of personal loans on our books, and we find 
that in converting these loans over to this special 
type of loans that the borrower is very attracted 
to the life insured feature, and in many cases people’ 
who have been borrowing him us more or less on a wf 
demand basis, not on the instalment basis, have 
asked to have these loans converted ite “Perschal 
loans under the instalment plan, 

COMMISSIONER BROWN: The credit unions 
in their varlous appearances before us made quite 
a point of the fact that once they had made a joan 
to somebody, that person in turn in time paid 
off the loan and became a depositor, Has this 
been the experience of the banks? | 

MR, BOYLES: This a one of the 
beneficial or supplementary benefits from this type 
of business, In other words, there are 4 lot of . 
collateral advantages if you can attract these 
people into your branches; you find that they become 
depositors and use the various services offered 
by the banks. 


COMMISSIONER BROWN: It is an off- 


setting factor. 
MR, BOYLES: It is another added factor | 


which you can't really measure in terms of dollars 


and cents. 


MR, NEAPOLE: I should have said that 
our plan inoludes this life insurance feature in 


the $1.60 per month per thousand service charge 


to the amount of the loan, 
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COMMISSIONER BROWN: I think jf gg 


ineluded in the special jeans of ajl the PARKS » Lp . 
Lt? | hes if al 
| MR, NEAPOLE: I am not sure about that,” 
Qua ERATEMAH) 1 auoroges\ bis ieeuennas 
feature is a good thing for the banks, The man 
who takes out the ican dies, and the videx can keep | 
the washing machine and — bank is paid off and 
there is a customer there; the widow becomes a 
customer of the bank? 
MR, MULHOLLAND: We have had some 
loans repaid, Sir, within the hour, | ; 
| THE CHAIRMAN: I. hope you don't 
charge the customer for the advantages of beak 
policies! | | 
COMMISSIONER BROWN: This life 
insurance is always sublet? . 


MR. NEAPOLE: Yes, it is. 
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THE CHAIRMAN: Have you any view at. the 
moment on the proportion of assets that you mignt 
visualize would be invested in personal logn® of this 
kind if the 6 per cent ceiling were removed? 

MR. BROYLES: If I may answer the Mertion in 
oer Pai de Me, Chadrmen, I would: say: first, of anf, at 
is ai matter of individual hank polday ho, ef us" say, 

ck 
PEs | a pevpentege of assete for this partigular type oF 
been, but I think it is fair to say that we shblttnaik 
further growth in this type of lending. of gree, ghe 
very fact that you have, op could have, ay substent4e1 
volume of this type of business on your books phat sees 
quite a substantial cash flow coming in frem the regular 
monthly installments also provides the funds to meke 
fresh loans. It depends entirely, of course, on the’), 
demand. It depends to some extent, too, perhaps, an the | 
availability of funds and the ability of the bhnkerte 
compete with the other lending institutions, 

MR. WADSWORTH: May I add a word, Mr. 
Chairman. You mentioned figures a moment ago, and I 
think you were locking at the Bank of Canada statistics 
of the increase in personal loans. It should be pointed 
out, I think, that it has been a very marked increase, 
as you have said, but although the personal loans of 
the banks are included in that total the total includes 
all loans to individuals not otherwise secured, s0 
quite a percentage of those are not under any personal 
loan plan or are being carried by a branch at the 


regular rate. 


THE CHAIRMAN: Yes. We have had a numher 
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of representations from interested parties. whe olaim 
thet the cost of these personal loans:-should be 
disclosed gnd expressed as a definite.interest rate. 
It 1s said that at the present time there ere various 
ways of showing the cost of a loaw in the documents 
of finance companies that cover the transactions, and 
the view that has been expressed before eae number 


of occasions is that this cost should be translated. 


so cs ww KH Kt OPlUMUMUCUDWDG 


into a percentage interest rate. Have you any vitews. 
on that subject? 

MR. MULHOLLAND: Perhaps Mr. Dixon could 
answer that question. 

MR. DIXON: Generally speaking, I think it 


would be the case that the banks have no major 


objection to expressing the charge levied for instalimen 
credit loans as a simple annual interest rate. 

THE CHAIRMAN: Or to rolling into that rate 
any finance charges there might be? 

MR. DIXON: The total cost of the loan, 

THE CHAIRMAN: Yes, the total cost, in other 
words. 

MR. DIXON: Yes. 

THE CHAIRMAN: I8 there any mechanical . 
difficulty in the way of working out the formula? 

MR, DIXON: Yes, that has been the subject 
of much discussion, and I think it is, perhaps, the 
stalling point in the matter. It is difficult te find 


a universal or uniform basis covering 411 the charges 


annual percentage. 


that are added in, and expressing them all as one simple; .. 


ates 
eter Tapueval etintled ¢ a8 heorengae, bag bewetoesb 
aulaey sm exuNd wots ineNsag edt ge ted? 288 Ot gt 
eonemmesh ot ak seol s Yo tea edd gertworle Yo eyew 
bak .enotdosmdmdt wit vevoo Jett astueqmoo sonst? 30 
“ainsi & #0 es g10 28d bsecorgxs awed sad fedd wety edd 
beYalement ed biveda taco alut tert at anoineose to 
EWOEV LNG HOY eve eter Jastetal sgsimeezeg 8 otal 
‘toads Jedd no 
Gived mold ..M egedyed :CMAIUOHIOM AM | Tt 
coftesap tedt sewaas 

tt waka I .anineege yilevene®) :vOXTd VAM 
| soLem on ovedt evmsd oft tends gaeo end ad bisow 
canoe toi belvel egredo odd golasenxgxs of aotstostdo 


sa3at Seerstal lavane olqmte 5 86 ansel tibero 


eter Jett otal aniffor et +0 =:KAMALABD ZEr | 


‘Meol odd Yo seo feted ofT = WOXTG aM 


_poY +AMATeRO aAT 


| tad tayim sredt esgredo sensmtt YAS 
| 

) 

| seddo “mt Hoo Llagot snc 

' 


-8bit0ow 


-G¢¥ :WOXKXIG .AM 

+ Leolnedosm yar oxeii¢ 41 <KAMATAHD an? 
Sulsenol edt tuo srntoiyew %o Ye" on7 at ySlwotrith 

Soetdwa oft nesd ase geri .@9Y. :WOXid 9m 
eds .egaineq .af if xantd? I Sas .noleeuoels sowem Yo 
fais o2 dLioereet eisti .1sttem oft at takog antiieza 
Begrede edt fis antveves wetasd miotiny so Leenevrtay 
ofqrts eae Be ile ment gattesdne bas dl bebhs ome tant 


Snetnestan lfanrnera 


Netherowt & Yea 7946 


THE CHAIRMAN: There is another quéstion & 


would like to raise. It 1s not quite in the gene 
category, and unless there are further questions in 
‘regard to personal loans I will ask it. T want 
to raise the question of over-drafts. We understand 
there has been 4 change in the attitude of the banks 
towards over-drafts. Perhaps I could ask you to aive: 


an explanation of this. Would you give us the back- 


SS Se eS 


ground of, and the justification for, the change ina 


= 


practice which was a well established one in the banking 


joe 
ss 


system of this country for many years. 


MR. BOYLES: Mr. Chairman, the practice of 
lending by way of over-drafts might, of course, he — 
regarded as an archaic practice. It grew up in banking. 
in Canada, and it probably stemmed from the fact that " 
this type of lending was permitted by the British banks, 

This has been a problem that has been 
confronting the banks for many, many years, and it is 
only recently, of course, that they have done much about 
it, although it is sfe to say that throughout the years 
the bankers have endeavoured to discourage their clients 
from borrowing in this form. These are, perhaps, the 
main reasons why. 

The first reason is that the bankers 
definitely lose control of, first, their lending 
policies, They lose control of the respective eccounts. 
There is the added feature that 1t involves 4 very 
substantial task in as much as when borrowers procure 
their funds in this form there is a very, very definite 


debit float, and that is sometimes, I think, not 
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recognized by, perhaps, the casual borrower, 

It also has the effect of depriving the 
bank of what it should have in the form of creditor 
balance in order to provide it with proper compensation 
for other services. There is also the fact that the 
costs of handling this type of lending are excessive 
when compared with lending in the conventional fashion. 
This will become, perhaps, more apparent with the 
introduction of electronic processing equipment in as 
much as it interferes with this operation which is 
designed to make for more efficiency. 

Indeed, here is a point that might be recorded, 
that the more efficient a bookkeeping system becomes, _ 
whether it pertains to loans or deposit entries, it is 
reasonable to assume that the costs to the customers 
will not be increased to the same extent. In other 
words, there could be some benefit to the customers due 
to the fact that the costs could be held down a bit, 
and certainly stopped rom going upwards, 

Lastly -- and this might not be fair to all 
types of borrowers -- it has the effect of encouraging 
people to project their requirements a little better 
instead of, perhaps, leaning on the banks more and more 
to perform some of their bookkeeping services. 

COMMISSIONER LEMAN: Well, Mr. Boyles, with 
respect to the first point you mentioned, that of loss 
of control, to what extent is that true if all ovér- 
draft type of lending was done strictly pursuant to a 
line of credit arrangement limiting the amount of over- 


draft that any customer could use? 
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MR. BOYLES: If a line of oredit were 
authorized in that form then the point I made abont 
the loss of control would not apply? 

COMMISSIONER LEMAN: It would not eppiyt 

MR. BOYLES: That is right. 

COMMISSIONER LEMAN: I ama little puggled 
also about the reasons. If this is terribly hard to 
understand then I will not ask you to explain it here, 
but I do not understand why this would interfere with 
electronic processing systems. Certainly those systems 
must be flexible enough to 408 ommodate this type of 
thing, must they not? 

MR. BOYLES: Yes, to some degree. To some 
extent the electronic processing system is basically a 
speeding up operation, and in the course of employing 
equipment of this type it is expected that a good deal 
of this type of bookkeeping will, yt be done at 
hours other than those that are regular office hours. 
It can be foreseen that in the middle of the night — 
all of a sudden a certain number of cheques could come 
through that would have the effect of creating over- 
drafts, and that might happen at a time when there ia, 
perhaps, nobody there to provide the proper authority 
to permit the borrowings in’that form, In other words, 
there is an interruption in the proceedings. 

Also, the possibility of centralizing a 
lot of bookkeeping operations 1s being considered. Here 
again, you can see that perhaps at a downtown location 
4n Montreal or Toronto where the bookkeeping is being 


done for, maybe, 60 or 100 or more branches, that if 
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all these over-drafts that were being created in the 
operations of a branch bank which was 60 miles awey, 


possibly, would create a problem. 


COMMISSIONER LEMAN: I suppose a good Progra 
mer would solve that, but let us talk about the reactive: 
costs of that form of lending as against the cost of 
the conventional form of lending, as I will call the 
other one. Can you give us some figures which would 
indicate what the relative costs are, or what the 
relative revenues from the banks' point of view are? 

MR. BOYLES; I know that I cannot give you 
any specific figures, but there are a few obvious things 
that I might mention. If a customer comes in and ; | 
establishes a line of credit he dabomatteanty makes knowr 
his need and he gets his advances pursuant thereto. tt 
is just a normal operation, but if a cheque comes 
through for which there has been no provision’ made 
then the young lady who is posting the ledger has to 
refer it to a senior officer who has the power to make 
loans, and obviously there is a time factor involved 
in all of this. 

As I mentioned earlier, there is the debit 
float factor, which is an obvious added cost. 

COMMISSIONER LEMAN: Certainly you must have 
some rough idea of the difference in the yield to the 
bank as between the two systems, 

MR, BOYLES: May I refer again to the debit 
float factor. Let us assume that a client hes a chwqie 
which is cashed in Vancouver on his account in toronto 


two days before it hits his account in Toronto, and he 
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had no funds in his account on the date the cheque 


was presented and paid in Vancouver. You are then in 
the position of having lost, let us say, the prime rate 
interest in respect of the day or two ce oa 
pending the finalization of the a ee he in Toronto. 

COMMISSIONER LEMAN: That could be met: by | 
this system of charging back. | ‘ 

MR. BOYLES: Yes, it could be, and this is 
under consideration. That is being done now to mari 
extent. 

COMMISSIONER LEMAN: So this float probiem 
is not inherent to the type of lending? 

MR, BOYLES:. No, but.it 1s: a. fact now; (Re ak 
other words, under our present procedure there is @ 
costly element in the debit float. oY aaa, 

COMMISSIONER LEMAN: It is ‘not .poss tbie’ te ae | 
arrive at an icabigCuas figure? If we use an saauees 
like 6 per cent then the different yields to the bank 
under either system could. be CBLOULEREE ce nie sn angi 
MR. BOYLES: It could be determined, put not f 
te of a percentage factor. It could be determined 
in respect of the debit float, but after that it becomes 
a matter of time studies. a 

COMMISSIONER LEMAN: It would help if we 
could get an idea of the order of magnitude in terms . 
of interest rates; as to whether the difference is 

one-half per cent or three-quarters per gents 

MR, BOYLES: We may be able to produce some 
statistical data on that. 

MR. LORENZO HEBERT: May I say a word here? 
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Now,I think the cost would vary from case te sone. Tf 
you have a customer that has one cheque on@ morning , 
then the cost involved may not be too large, but if yoo 
have a customer, as we often have, that will heve 25 
or 50 cheques in a morning for which there are no 
funds in his account, then you have to process these 
cheques and you have to hold them back until he oomes 
in and makes a deposit. You do not know whether you 
should pay them, or not. These are the cases where 
tremendous costs are involved sometimes, They are a 
great inconvenience. They will stop the work in the 
office, and this has proved very, very costly. 

THE CHAIRMAN: Does not that appt 4166 to 
the line of credit issued to a company? 

MR, LORENZO HEBERT: It would apply. The 
unfortunate part of this is that if you have some 
account which you are able to give a line of credit, 
or in respect of which you grant over-drafts like that, 
then you will find your other customers coming in and 
claiming that their accounts should be overdrawn too, 
This is where we get into trouble. 

THE CHAIRMAN: That is, if they overdraw 
beyond the limits of the line of credit, but that is 
an entirely different matter. If those people over- 


4 


draw to that extent and in that way then that is 4 


different thing entirely. 


MR. LORENZO HEBERT: Yes, but there will be. 
other people who will have no authorized credit who 


will have cheques coming in all the time that will over- 


draw their accounts. 
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COMMISSIONER BROWN: Can you not overchpe 
that by having definite overdrawing privileges? 

Could not the people who have credit have to sign for 
it? 

MR. LORENZO HEBERT: It is very hard, 
customers béing what they are, to draw @ line and say 
that this customer will be entitled to an wiathdvate 
and this customer will not be entitled to an over-dreft. 

COMMISSIONER BROWN: But you make this 
distinetion now when you say you will grant a line 
of credit to this man but not to that man, You make 
the distinction now, do you not? 

MR. LORENZO HEBERT: Of course, when he comes 
and gets the loan he has to make arrangements betpue- 
hand. é 

COMMISSIONER BROWN: I am assuming that these 
people will come in and make arrangements ahead of time. 

THE CHAIRMAN: Of course, if they do not 
make arrangements ahead of time, and just overdraw with- 

out being entitled to overdraw, I do not know why you 
have to worry about them, Let them go to some other 
bank -- or, perhaps, they are your best customers? 

COMMISSIONER LEMAN: How about a standby ¢ 
charge on a line of credit on an overdraft system? 

How much would the standby charge have to be? 

MR. BOYLES: A standby charge in respect of 
an over-draft system would only be another complication 
if lines of credit were established for over-drafts. 

The same thing, of course, pertains to limes of credit 


in respect to availments that are evidenced by promises 
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notes, Is yow question: What is the attitude 
of the banks in respect to a standby charge in respect 
of any type of borrowing? 

COMMISS IONER LEMAN: Yes. 

MR, BOYLES: The answer is that normally... 
the banks would like very much to have a standby fee 
because, firstly, they feel they are entitled to a. 
standby fee for the commitment or the standby arrange- 
ment, but in practice it does not work out that way 
because in the first place if we were to apply or impose. 
a standby charge we feel we would have a contractual 
obligation in respect to the line of credit. 

Further, it has some other added problems. 
Clients come in and establish a line of credit -=- let us 
be specific and suppose somebody comes in asking for 
credit up to $1 million because he has projected his 
requirements to that amount. If we were to apply a. 
standby charge we feel that some might be inclined merely 
to make application for the loans as and wher they need 
them thus creating a: collossal administrative expense. 
In other words, everytime the customer wants money you 
have got to deal with it, whereas underlying it the 
drawings they make are automatic. 

COMMISSIONER LEMAN: I was trying to get at 
the relative costs of the two systems by asking you what 
the standby charge would have to be to give the same 
result to the bank interest rate-wise. ee 

MR, NEAPOLE: I think,1f I may dittebgéet 
here, that one of the most difficult things about the 


overdraft system is, in most cases, its complete un- 
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predictability. It 18 true that you might have some 
customer coming in, as Mr. Boyles has seid, and arrangin 
an important line of credit, and that you have no 
difficulty with those people. Ordinarily you might 

not have any difficulty with those people anyway. But, 
there are so many unpredictable accounts upon which 


cheques are written from time to time which are over- 


drawn once or twice a year. Other accounts are habitually 
overdrawn. In many, many cases this involves telephone 
calls asking them to come in to cover up these amounts. 
You cannot leave an account overdrawn indefinitely, 


The customer 18 expected to make some arrangements. 
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Let us say for sake of illustration 
that one of your good customers, an executive of 
an important company, writes a cheque for, say, 
$10,000, and the account is overdrawn, You would 
normally expect him to come in and see you and 
make an arrangement, You call him about the 
cheque and this causes an argument between you. 

He says, "Why are you calling me? Am TI not good 
for $10,000" | 

| The overdraft is completely unpredictabl 
and is very difficult to handle. You have no idea. 
of the strange situations it can estate and how | 
this affects your costs. 

There is the other type of customer 
who is habitually overdrawn and who calls the 
branch perhaps six or seven times a day to inquire 
what cheques are in; then he scurries around to 
try to find the money to cover them. In the 
meantime we don't know whether he is going to 
find the money, and we have a constant problem, 

In the end the manager does overdraw the account 
and has to worry about collecting it later. This 
is not as easy a matter as running through your 
accounts and saying, this one is good for $100, 
this one is good for $5,000. That 1s too great 

a simplification of the matter, 

COMMISSIONER BROWN: If the customer 
signs for it ahead of time, what is the difference? 

MR, NEAPOLE: In that event you 


have a maturing obligation; you have a note of some 
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description, If it is a demand note you ask the 
customer what his arrangements are going to be. You 
may tell him to charge to his account $100 a month 
to pay off this obligation, On the other hand, 
if it is a businessman -~ I mean a man whose over- 
draft 1s associated with his business eg he will | 
have some system of cash flow, if he is an orderly 
person, | 
I have actually had people say to 
me that they were pleased about the elimination 
of the overdraft system -- believe it or nde 
COMMISSIONER BROWN: Is that the 
whole quotation? 
MR. NEAPOLE: You can take it as the - 
whole quotation. ' 
They have actually said to me baie 
we did away with this system of overdraft, that in 
their own offices people went to the treasurer and 
had him write out cheques. Now they have to go 
to the cash book to know what they are doing. ‘In 
this way the businessman was a lot happier about 
it because he felt he had control within his own 
officg, which did not exist before, , 

’ MR, BOYLES: There is another point, 
1f I may interject. This is smypOr viens with Pespecy | 
to the question raised about why not give a ine 
| of credit for an ‘overaratt, Some of these problems 
do exist, In other words, it would be automatically 
up to the limit of the line of credit. But the 


problem is, when you permit an overdraft you have 
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no evidence of obligation - you have given up every- 
thing, Some customers get their nivess daily, 
others get them monthly. But the fact is you 

have no evidence, = neal 4 if 

There-is another point, and this. is ai 
not related to my first assertion. It can be ak 
Shown that the overdraft lending is responsible | 
for quite a noticeable percentage of doubtful loge 
that creep up on the banks, : | : 

COMMISSIONER BROWN: Now perhaps we 
are getting the real answer, Mr. Boyles, that 4s 
very helpful, 

MR. PATON: May I suggest something 
with respect to Mr, Leman's question — ending 
control being destroyed? In this respect may : 
I say that the amount of the line of credit ls tal 
only one factor of the matter of credit. | 

These lines of credit are ‘waiendien 
generous in relation to the company concerned. 

I might interject that the majority of our over-~ 
drafts have to as with business loans, | Perhapi 
the most vocal objection to them has dese from the 
personal angle; by and large, it was overdraft 
borrowing and business loans, These lines of 
credit are set up on a specific semabions for. 
example, there may be an authorized line of credit 
of $100,000 against X dollars of recéivables. Now, 
when we permit them to borrow by overdraft, they 
borrow up to the amount of their line of credit, 


put there may be outstanding 5, 10 or even 20 per cent 
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of that amount in cheques already issued, It 48 the 
presentation of these cheques that results in the 
falling off of the collateral position, and the 
inability to meet the terms of credit, But #8 I say, 
the terms of credit are twofold, not only as to 
amount, but also in relation to the specific 
securities under our normal banking requirements. 

COMMISSIONER LEMAN: The banks 
certainly are patient, How long did you suffer 
under the overdraft system? 

MR. MULHOLLAND: Perhaps 150 years, 

I have one comment, Mr. Chairman, 
about the individual complaints you have mentioned. 

THE CHAIRMAN: I mention them only in 
a very general way. Perhaps I do not hear them, 
except the occasional one, 

MR. MULHOLLAND: The complaints that 
have come to my attention relate to the cutting 
back in the line of credit. The first line of 
credit is the line arranged with the manager; the 
secondary line of credit is one they arrange 
for themselves. For instance, a business with 
a line of credit on an overdraft basis of $25,000, 
quite conceivably the treasurer of that company 
could so delay the mailing of his cheques in payment 
for goods until some long weekend, covering perhaps 
$5,000. In those circumstances he 1s in effect 
taking upon himself a line of credit of $30,000, 


because there are $5,000 worth of cheques in the 


banking system somewhere. 
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COMMISSIONER BROWN: This applies in 


any event, does it not? 

MR. WADSWORTH: May I add a comment 
here? As I understood your question, you were 
thinking of the large, undoubted borrower - why 
can't he arrange to borrow this way, and what would 
be the fee for doing so? 

COMMISSIONER LEMAN: No, I did not 


‘refer to the large borrower particularly. 


MR. WADSWORTH: The undoubted borrower, 

COMMISSIONER LEMAN: All. I am trying 
to get at is this: Perhaps the banks would be quite 
right in saying they will not allow overdraft 
borrowing without a client having made arrangements 
to permit such overdraft. I would have no 
criticism of that, 

MR. WADSWORTH: You raised the question, 
if that was done and if there was an added cost on 
the overdraft, what would you have to charge the 
customer? 

| COMMISSIONER LEMAN: Yes.. 

MR. WADSWORTH: I think the question, 
rephrased that way, could be answered by saying 
that there is a cost involved, We don't think 
it unreasonable when a customer issues a cheque 
that he should have funds in the bank to cover it; 
and I don't think that the cost of carrying those 
funds in the bank for the customer would be any 
greater than any charge, if we could possibly arrive 


at such a charge to the customer for borrowing thro 
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the overdraft route rather than on a straight pasis, 


In feeling that it would be no higher, it does 
simplify the process from the bank's point of view 
and keeps the overall costs down, which have to 

be borne by someone, 

COMMISSIONER BROWN: Is it fair to 
say that this problem was not the same when the 
prime rate was 44 per cent, rather than since the 
prime rate has been nudging the 6 per cent? 

MR. BOYLES: The problem is already 
there, Normally, we would superimpose a penalty 
charge on the rate charged to the customer; that 
would. be a half of one per cent over the rate 
charged, There is an added problem when the prime 
rate is 6 des cent; in other e6dus, we lose any 
opportunity of imposing that penalty. 

COMMISSIONER BROWN: I am just flying 
kites here, which I enjoy doing, For instance, 
if the interest rate ceiling were lifted and your 
prime rate was still 5 3/4 per cent -- there are 
suggestions in certain places that it might be 
even lower ~-- and you arrange that people come 
in first and sign ahead of time to have an over- 
draft privilege at 73 per cent --- 

MR, BOYLES: What do you mean by 
"sign ahead of time"? 

COMMISSIONER BROWN: Come in and make 
“— arrangements ahead of time; sign a form; it 


would not be a note because they are not borrowing 


a specific amount. They would sign a form under 
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which they agree that if an overdraft occurs wpr td) 
say, $5,000, they would pay at the rate of 74 per 
cent, 

MR. BOYLES: It still does not "retoes 
all the administrative and handling difficulties, | 


COMMISSIONER BROWN: What we are 


frying to get at -- and-tifis is getting back to |. 


Mr. Leman's point as to what these consist of 
what is the rate differential that would come 
into the picture? 

MR, NEAPOLE: As a partial answer, 
may I say when I came into the bank many years 
ago the rates on overdrafts were high, but they 
were still regarded as the same headache by the 
managers, despite the compensation at that time, 
This was before the 6 per cent days, 

COMMISSIONER BROWN: We are thinking . 
about this on gine paniwont an arrangement being 
made ahead of time, 

MR, NEAPOLE: Yes. 

MR, BOYLES: You still lose control 


‘ :" 
ef the account on occasions where an arrangement. 


is-not made, 

COMMISSIONER BROWN: We are pre-. 
supposing that an arrangement is made. I do not 
see that you would have any more loss of control, 
4f I made an arrangement for credit of X dollars 
on February 15, and then I say I want this line 
today. I do not see that there is any more control 


or any less control in that situation, 
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MR, BOYLES: The bookkeeping an@ 
administrative problems are still there, pabardaees 
of what extra fees or interest cost you may tmpdae, 
THE CHAIRMAN: Perhaps your biggest 
customers are at times the most obnoxious, when 
they find they can't get away with things they 
are not entitled to, | fs 
COMMISSIONER BROWN: We can sum this 
up by saying that all bankers are against overdrafts 
in any form. 
MR. WADSWORTH: We are not the only 
bankers. In the United States ' | 
they have no overdraft system, and 
they operate effectively. “i 
COMMISSIONER BROWN: How is it that 
in the United Kingdom they are able to operate 
on an overdraft system and apparently it works 
very well? 
MR. WADSWORTH: I don't think in the 
United Kingdom there has been the same degree as 


payment by cheques as there has been in this 7 
{ 4 
y 
COMMISSIONER BROWN: Have you not mage 


country and in the United States. 


a study of this question? es 
MR. LORENZO HEBERT: Thére would not 
d 
be the same privilege of abuse on the part of 
certain customers, 
THE CHAIRMAN: I would imagine if 
anyone abused the ouawilen over there he would 


hear about it and no other banker would be interested 
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in him, 
We will adjourn now untii 2, 


this afternoon, 


«-+ Luncheon Adjournment, 


Pom. 
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--- Upon resuming at 2 p.m, 


THE CHAIRMAN: We shall now resume. With 
respect to the personal Loanss to what extent do you 
feel that you can turn these on and off, as it were, 
with changing credit conditions? Can these be managed 
in an anti-cyclical way? 


MR. BOYLES: Mr. Chairman, naturally the 


| availability of money is a deciding factor in respect 


| of turning this type of credit on or off, but we would 
like to think that even under periods of monetary 
restraint we can still serve this market in a 
reasonable and sensible way. I do not think that some { 
credit restraint should have the effect of turning sts 
off or on or in turning it off completely; nor do tT: 
think that we would like to contemplate engaging in 
this practice on the basis of being hot and céld. In : 
other words, we hope to follow a general sensible peliecy 
as we try to in respect of other normal types. of 
borrowings. 
wy THE CHAIRMAN: Well, you simply carry on 

and if there is a demand for loans and if credit is 
available you supply it? 

MR. BOYLES: Yes. 

THE CHAIRMAN: With reference to the 
Industrial Development Bank, you heve mentionéd the 
competition which may to some extent be taking placé 
as a result of the lending rate, ‘The bank rate had gore 
up as high as 7 per cent, and apparently now it is 


approximately 6% per cent. Is this a serious matter? 
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From your point of view do you feel that his 4s én 
objectionable invasion of the banking field? 

‘MR. WADSWORTH: Mr. Chairman, I think the 
answer to that is "yes, to a degree", We took that in 
a number of these cases the loans éourg nebo bbe ce Pe 
entertained by the chartered banks if we had had the 
privilege of taking the same form of security ahd 
flexfbility as to interest rate, Whereas the Industrial 
Development Bank was created to complement other forms o 
lending ‘sources, it is mt subject to the stipulations 
I have mentioned in the area of direct competition. 

THE CHAIRMAN: You think that the sort of 

_ operations they carry on are in a field which you would 
be prepared to occupy if the ceiling on interest’ rates 
was lifted? 

MR. WADSWORTH: Yes. 

THE CHAIRMAN: Plus the change in security? 

MR. WADSWORTH: Oh, yes. I am sorry. fT 
missed that. Thank you. In other words, if the borrowai) . 
is credit-worthy we should be able to provide ‘the 
facilities if we have the opportunity to take the 
security. 

COMMISSIONER BROWN: Do you think that under 
a term loan of a greater length than the Industrial -. 
Development Bank loan you would be able to compete 
with the I.D.B.? They are charging 64 per cent. 

MR. WADSWORTH: That is right. 

COMMISSIONER BROWN: Where are you going to | 
get in there on a competitive basis, at 6¢ per cent? 


MR, WADSWORTH: No. It would depend on the 
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general level of interest rates, Mr. Brown, but most- 4 


of these borrowers have already a banking sounectdentet 
It is natural they would discuss their requirements 
with their bank, and if it were an area where they count. 
not go to the market then the banks would endeavour to - 
look after that. me 2 

COMMISSIONER BROWN: I am endeavouring to fi 
out what the real objection is? At the moment there is ; 
only a margin of one-half of one per cent on rate, isnt 
there? 

MR. WADSWORTH: And security. 

COMMISSIONER BROWN: Suppose you were al'Lowed 
freedom of rates and freedom of security, what suites 
are you going to take this at, 64 per cent too? 

MR. WADSWORTH: When the prevailing rates. 
were 64 per cent I think that would be the rate, yes. 
I am not trying to evade the question, for IT ¥now that 
interest rates vary a great deal and there apiild be 
times when it would be much less than that and times, 
in the case of the Industrial Development Bank, when 
it would be much higher than that. The markets in 
other areas would be a determining factor, | 

THE CHAIRMAN: Do you think the Industrial 
Development Bank rate is lower than it should be in 
view of its position in the market as 9 lender of last | 
resort? 

MR. WADSWORTH: There ip always a danger, 
Mr. Chairman, that a fixed rate such as that sould be 
lower, but I think each individual case would pretty 


well have to be judged on its merits, and alsq in the 
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Light of whet borrowers, probably the larger bortowers, * 
were obtaining om the market. | 

THE CHAIRMAN: Perhaps you could ih tell 
until the ceiling interest rate was paisea? 

MR. WADSWORTH: I do not think we could. 
There 18 another factor in the competition with the 
Industrial Development Bank, and that is that. they 
have not been subject to the monetary policy to the 
extent we have in the availability of funds for kbanting 
loans. 

THE CHAIRMAN: Yes. I notice you have 
mentioned that here. 

COMMISSIONER BROWN: One of the biggest 
problems in looking at the operations of the Industrial 
Development Bank is this one of "reasonable terms and 
¢onsiderations". In other words, the I.D.B. is able 
to enter the field under their own regulations, provided 


the credit is not available from alternative sources 


on reasonable terms and conditions. Now, how would yow 


f 


interpret this? 

MR, WADSWORTH: If I understand your- 
question correctly, and you are relating it to what 
we have said, that we would like to have freedom to 
compete in the same area? 

COMMISSIONER BROWN: That is right. 

MR. WADSWORTH: There might well be arees 
in the judgment of the management of the iadustrial 
Development Bank wheré they would Like t6 26 fuPther 
as to term or lower as to rate, or some differential 


as to security, than what a paid wad ike to do, 
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what we are saying is we think we should be able to 
be competitive when it suited us to do go. 

COMMISSIONER BROWN: That was pre-supposing 
a situation. What sort of basis do you consider this 
"reasonable terms and conditions" applies aiGuravadaeia 
Circumstances? This is asking the banks to give an: 
objective picture, for this is pre-supposing that the 
banks are not competing. We ran into probie¥s nom 
other people in the private sector who say thie ‘the 
Industrial Development Bank is competing unfaigly. 

MR, WADSWORTH: I am afraid I have ae quite 
got the significance of your question, Mr. Brown) You 
are saying “under present conditions". 

COMMISSIONER BROWN: We are talking about 
the other people in the private sector who are at the 
moment complaining about the Industrial Development Bank 
competition, at I woune just like to know whether you \ : 
have an opinion on this. 

MR. WADSWORTH: As far as other lenders are 
concerned? 

COMMISSIONER BROWN: Yes. 

MR. WADSWORTH: No. 

COMMISSIONER LEMAN: May I ask the question 
this way? Suppose the 6 per eent ceiling were removed 
and the banks were enabled to take security on im- 
movables; do you think there would be any more 
justification in the field left for the I.D.B. at all? 

MR, WADSWORTH: I think there might be a 
field left, Mr. Leman, for the Industrial Development 


Bank, but I do not see how a banker could necesserily 
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answer that. It would depend dn the judgment and policy 
of the Industrial Development Bank as to how far they 
wanted to go. The point I mentioned a moment ago as 
to the availability of money would have a bearing. If 
we. were operating under quite stringent monetary 
conditions ,th®n obviously term loans would have to be 
looked at very carefully. The purpose would have to 
be carefully examined, and the lender who was not subjee 
to those restrictions as to the supply of funds might 
well under these conditions be willing to entertain. 
a loan that a bank would not. 

COMMISS TONER LEMAN : You know what kind of 
loans the Industrial ceesiubaast Bank makes in general? 


‘MR. WADSWORTH: Yes. ee Tee eet Raa 


COMMISSIONER LEMAN: And you know what its 


business is. What I am asking you is this, Pre- 


supposing these two conditions you have mentioned as | 


Industrial Development Bank has handled? 


being necessary to make you competitive, do you believe 


' the banks could pretty well handle all the businecs. the 


MR. WADSWORTH: I believe that generally 


speaking, on or about the same length of terms and 


that sort of thing, we could. 
MR. BOYLES: I would like to raise a poimt.-::4 0°. 
Im my opinion there is still room for the Industrial 
Development Bank if it were to continue to operate 
under its original terms of referenge. Im other . 
words, it was a lender of last resort. If some eliént® “| 
proved to be a non-desirable applicant or could not neet 


the requirements of a banking institution, the Ipduetria! 
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Development Bank was to serve in the capacity of the 


lender of last resort in such circumstances. I still 
think they can function in that fashion. 

COMMISSIONER LEMAN: Well, if you can get 
any security you want, “lend for any term you want 
and at whatever rate you want, and there is no ceiling 
on interest rates and you can get amy security you want, 


is there any borrower who would not be a worthy credit 


o ovr a wm aa oo 6 


for the banks that would be a worthy credit for anybody? 


MR. BOYLES: Well, umder the original terms 


_s 


of reference I suggest the Industrial Development Bank 
would assume risks that perhaps the chartered banks 
would not be so inclined to do. | 

2 pena tonmR Leman: T thought there wes ! 
price on any risk? \ | 


MR, BOYLES: Their rate is a little higher. 


MR, MULHOLLAND: They might follow a different 
role in that the loans they make now of a banking nature 
as Mr. Wadsworth has said, could be taken.care of by 
the chartered banks under certain conditions, and the 
operations of the Industrial Development Bank might then 
revolve around investment in the equity field, im the t 
acquisition of equity in new companies ox ola companties { 
requiring additional capital which could not be found 
im any other source. 

COMMISSIONER LEMAN: Well, you are suggesting 
therefore, that where the market, given the complete 
freedom, where the private institutions, given the 
complete freedom, do not handle a market properly and 


48 not likely to handle the market properly and would 
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not satisfy the demand, “henthe government should) step 
im and make sure it provides the right kind of 
competition to satisfy these needs? 

MR. MULHOLLAND: Yes, 

COMMISSIONER LEMAN: Because I thought the 
excuse for doing these things -I thought I had read in 
here that the reasons for the existence of these phils 
were that there were impediments to the banks and other 
institutions in being able to handle the business demand |- 
certain kinds of demands -probably, because they were 
too inhibited in their own powers, you see. 


MR. WADSWORTH: That is what I wished to 


convey in my answer, Mr, Leman. 


COMMISSIONER LEMAN: Would it not, therefore, :) 
make sense to take the reverse proposition and say thet 


1f the private institutions, all of them, were not 


inhibited by any restrictions, that presumably the 
demand should be satisfied? 

MR. PATON: I think the one inhibition that 
you cannot remove is the inhibition of terms in relation 
to the disposition of the assets of the banks. These 
capital loans are generally, for expansion purposes,, 
repayable in accordance with the earnings of the 
individual company making the loan, and if the term of 
repayment is beyond its power, within the region of 
what the banks would wish to make the term loans, then 
they may have to go to a longer term institution, which 
may be the Industrial Development Bank or some aiter- 
native lender. So I would associate myself with Mr, 


Boyles very definitely that there is room for the 
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continuity of government bank lending in this field, 
notwithstanding the movement of any individuals to the 
banks as far as rates or securities are*concerned. 

THE CHAIRMAN: Would you care to comment on 
the function of a corporation such as ROYNAT? 

MR, NEAPOLE: I ana director of ROYNAT 
so I do not know which hat to put on. | 

THE CHAIRMAN: Keep that hat on for the time 
being. 

MR. NEAPOLE: The bank hat? 

THE CHAIRMAN: Is that a corporation whigh 
is in a position to make the sort of loans that the 
Industrial Development Bank makes? 

MR. NEAPOLE: Broadly put, yes. We Rave . 
often been asked if we compete with the Industrgel 
Development Bank, and I think that in any king of 


borrowing there is bound to be some fringe competition, 
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I would say, though, in the broadest sense we probably 
do not compete with them directly. They do a uuebnts 
type of lending which is primarily that of purchasing th 
securities accounts, debenture issues, and so forth, 

THE CHAIRMAN: Well, in what manner 
do you enter the field? 

MR. NEAPOLE: Well, it is --- 

THE CHAIRMAN: Have you gone far enough 
yet to establish a regular practice? 

MR. NEAPOLE: We have d@he far enough 
to establish a regular practice, but how that will 
work out will have to be seen, x think I can say 
this much, that it is doing very well. 

THE CHAIRMAN: What I would like to get 
at is, is it conceivable that there are institutions 
such as ROYNAT that would be able to lend at a price 
to the extent that the demand for that sort of capital 
would be met, reasonably met? 

MR, NEAPOLE: well, categorically, yes. 
Now, to the extent that they are able to acquire money 
for the purpose of engaging in this business, and 
all the rest of it, that would be one of the limiting 
factors, the chief limiting factor, They would have 
to find the money privately. 

THE CHAIRMAN: As I understand the I.D,B.,; 
it ig intended to fill in the gap between the 
institutions which can lend money and make a profjt, 
and the further situation where it may we desirable 
for a company to be allowefi to proceed, even though 


4t cannot borrow on economic terms? 
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MR. NEAPOLE: I am not just sure that 
I get that question, sir. 

THE CHALRMAN: Well, what is the purpose 
of an institution such as the I.D.B. if it is merely 
doing the same sort of thing on a regular commercial 
basis that can be done by existing institutions that 
are competing in the financial world, and running at 
a profit or hoping to run at a profit? 

MR. NEAPOLE: Well, of sounse, to go 
back to Mr. Boyles' remark, the initial purpose of 
I.D.Bs was to provide a lender of last resort, if 
the borrowings couldn't be found elsewhere on 
reasonable terms and conditions, 

THE CHAIRMAN: Well, do "reasonable 
terms and conditions" include the situation which 
might be described as uneconomical? 

MR, NEAPOLE: For the lender? 

THE CHAIRMAN: Yes? | 

MR, NEAPOLE: Oh, I wouldn't say that 
that would be reasonable if it was uneconomic for the 


lender. 

THE CHAIRMAN: If it is not uneconomic, 
why can't a lender be found other than the I.D.B.? 

MR. NEAPOLE: Well, the lenders oan, 
pe found at,a price. 

THE CHAIRMAN: ‘That is what I mean, 

MR, NEAPOLE: Yes, as a rule, 

THE CHAIRMAN: Is there justification 


for an investment institution to lend where the money 


cannot be found at a price? 


V2 aa 
=e > sf 
A) ‘' ig 


“i 


e.. $5) ; 


~ -itililicaeba' sil ton-ms sanaidbie a 
re tte pdotteoup vsdd togel 
| ae: edt et dew .ifoW <WAMATAHO SAP © wet 9 
py, yferom at ¢h tt \&.d.I od as cove fo koet Hen ne to 

Istovenmeo telvaot. a mo gaint to doe omse ent gntob 
tead emotiutitent gattetxe yd enob ed nso dads alesd 
te satnout bas ,.bitow feton#att eds of gantteqmoo e186 
gtlitorg s ts. avy of gatgod 10 titowq & 
og oF Rieaee to .fLeW sddodAdA .AM . \ 

to eeoquwg Isitial ot xxemen 'eelyod .wM ot stosd 
tt ,tvorees tes to reboel s sbivozg oc sew .8.0.2 Vin 
no etedweele bavot od ¢'mbisco sgatwouted odd he . 
,anoltibaes bas emset efdenoesex 

eldsnosset" ob .[ioW :WAMATAHO SVT 


dokdw notisedte ant ebirfont “anoidtbmos bas amred 


fisotmomosecu es bodinoasb ed tnytm ioe 


frsbasl sat tom sHUOTARM .AM 1 


¢esY :WAMALAHO GAT yet 
tsoit yse d’abivow © .nO | 61eOTARM 7M | 
end tot olmonoosny asw Jt tt sidsnorsed ed bilyow gedt 
-tebael q 
,olmoeaeoeny gon al JL IL : MAMETARD ant 
| $,.€.4.1 edd asdt sorto bavo’t sd tebasi s t'nso yaw 
| iso wiebast eds ,iisW <20UAa" .AM 
| .polaq © t8. payot ed 
.asem J tsdw at ted! ;MAMAIAHO HT 
ooeaee ootint 8.88, 80Y sa20TARK . AM, 
gottsottiveut oredd ef :MAMATANO SAT en 


— Yontem edd sedw bmet of nottwtiveat saomtaevat ms tot 
7 7 , : <) ; no - 


So 


Netherout & Young ~ 7975 - 


Terente, Ontario 

MR. NEAPOLE: Well, I would say yes, I 
have frequently worked with I.D.B. in differont 
Situations, and I have found them fulfilling»a 
very good function, 

COMMISSIONER GIBSON: I think*-that: one 
of the original ideas of I.D.B. was to fill in the 
gap that was believed t® exist between the area 
which the banks, could cover, particularly with regard 
to terms, and the area that the capital eialleht oaié 
cover, particularly with wegard to size, and with 
particular reference to smaller businesses, 

/ Now, I think another way of putting the 
Chairman's cjuestion might be to say, do you think 
that gap is) being filled in to a significant degree 
or is filling in at a significant degree? 

MR. NEAPOLE: Well, I woulaveay yes, 
but not completely because it doesn't provide, Let 
us say, the same capital outlays that other tneti- 
tutions might provide, like ROYNAT, for instance, 60 
it is a question of the term and the acceptability, 
and so forth. That was why I said before I didn't 
eonsider that ROYNAT competed directly, necessarily, 
with I.D.B. and certainly not to, say, an important 
extent. 

THE CHAIRMAN: . Yes, but as long as there 


\ 
are institutions that are doing that sort of business 


at a price, which is the market price and at the. 
market level, whatever that may be, is there justification 
for an investment institution to do the same sort 


of business at less than the market price? 
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MR, NEAPOLE: That is a very difficult 
question to answer, As I said before, I have seen 
many cases where they filled a very valuable function, 
and whether or not -- 3 

THE CHAIRMAN: That may have been 
at a time when there were no institutions designed 
to fill that particular gap? 

MR. NEAPOLE: That could be, . 

THE CHAIRMAN: But if there are now 
institutions that can fill the gap, even though they 
may fill it at a somewhat higher cost to the borrower 
than the I.D.B. has done, nevertheless is there 
justification for, in effect, almost subsidizing cer- 
tain undertakings? 

MR, NEAPOLE: Well, I suppose you could — 
interpret it that way, but the way iwe look at that, 
partly, is this; there is a specific type of 
Pinancing that suits several different occasions, 
let us say, and I.D.B. provides one type of -- let us 
say one fills one gap and the finance companies might 
fill another gap and ROYNAT might fill another gap, 
put I wouldn't say they are all identical, necessarily. 

COMMISSIONER BROWN: Let us get back 
to this lender of last resort when adequate credit 
is not available on reasonable terms and conditions, 
If I.D.B. is prepared to lend at 63 per cent and 
somebody else is prepared to lend at 8% per cent, 


4s the I.D.B. functioning properly? 
MR. NEAPOLE: Well, I think that the 


I.D.B. itself has made it perfectly clear that they 
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1] always investigate these situations and they will 

2 not take on loans unless they have been turned down; 

3 as I say, unless they have been turned down by other 

4| people, 

5 COMMISSIONER BROWN: But there is 

6 this problém.of reasonable terms and conditions, 

7 MR, NEAPOLE; It is a problem, I. agree, 

8 COMMISSIONER BROWN: The finance - 
9 companies have been complaining that they are 

10 prepared te lend money to these people, and I.D.B.’ 

11 comes along and does it instead? | 

12 MR.NEAPOLE: That ni right. 

13 COMMISSIONER BROWN: And you usually 

14 find that there is a difference in rate and a difference 
15 in term, but what I am trying to get at is is tndve 

16 any way of putting a measurement on this, of measuring the 


gap that has to exist in order to say that these terms 
are not reasonable? | 
MR, NEAPOLE: Frankly; L wouldn't want 
to, say it. I know not so long ago I.D:B. made 
some kind of a public statement, and I have just 
forgotten what it was, the exact terms of it, but 
it was to some extent in refutation,of the claim 
made by a lot of people that were not acting as a 
lender of last resort that they were infringing on 
private enterprise too much ; and so forth, and I am 
not sure whether it was the Governor of the Bank, or 
who it was, but he made a public statement of some 
description not too long ago about that very point, 


and I don't know what the words were. 
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COMMISSIONER BROWN: I gather you con- 
Sider that if the banks are given greater freedom 
of action on rates and securities that the gap, 
such as it exists, would be considerably narrower? 

MR. WADSWORTH: Yes, that is my hic) 
and, of course, subject to the ar rE Ta, of funds, 

THE CHAIRMAN: There 1s one question 
which I would like to ask about this, You say in 
one place that equities are foreign to the main 
purpose and nature of a commercial bank; that is 
in relation to the assets of the commercial bank. 
I understand the banks are not accustomed to dealing 
in equities, but why are they so foreign to the 
main purpose? Is there no place for equities in a 
bank portfolio? 

MR. MULHOLLAND: I will put it this way, 
Mr. Chairman: that it would not be right to say 4 
the banks have never acquired any equities in thé 
past, or that they may never acquire them in the 
future, but our brief in paragraph 84 holds the view 
that investment in equities is foreign to the main 
nature and purpose of a commercial bank. | 

fo repeat again, the banks regard their 
primary role as one of festeat through lending 
rather than that of taking rs position of a part 
owner of a business and taking on the yisks attendant 
through the purchase of equdties. In other words, 
the banks supplement the resources of risk takers 
by lending working capital funds, and also on 


occasion and to some extent by providing term capital. 
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The fundamental principle hase of 
course, is again our deposits, our funds eaten we 
owe to depositors and we must be prepared to pay 
them on demand, and it seems ois appropriate that 
we should stand in a creditor relationship té 
borrowing customers or lending customers, 

There might, indeed, arise quite a 
conflict of interest if the banks acquired a partial 
ownership in companies through equities. If the 
bank was also in the position of a lender for working 
capital purposes, presumably the equities any one 
bank might wish to have or might have full knowledge 
of, would be those accounts in which they were standing 
as banker, There could be quite a situation arise 
if a trend daveloped which indicated that their 
holding of these equities,where their investment in 
this company might be getting into a position of 
jeopardy and, as I repeat, this principle I have 
stated is not invariable, A bank may own equities 
from time to time to a very minor extent, but these 
situations are rare and isolated and the bank will 
find itself in the position of ownership of equities 
in a company where the company was getting in 
difficulties and a pledge of the shares in the company 


was essential for additional security for the bank's 


position on its current loan,. 


THE CHAIRMAN: Made by corporate 


securities? 


MR, MULHOLLAND: Yes, made by corporate 


securities. 
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THE CHAIRMAN: Bonds and debentures, 
and that sort of security, but I suppose you regard 
equities as a little more risky than others, but on 
the other hand I am just wondering why you go so 
far as to say that they are foreign to the main 
purpose and nature of a commercial bank. I thought 
that even though it is advisable not to get into them 
too deeply --- 

MR. MULHOLLAND: The position there 
might be, Mr, Chairman, that --- \ 

THE CHAIRMAN: Aside from any conflict 
of interest, and that is the point that makes ita 
little difficult, but I think merely as to the value 
and the possibility --- | 

MR. MULHOLLAND: Generally speaking our 
investment holdings, our wc th and municipal and 
corporate holdings that we are discussing now, they 
should be of a fairly self-liquidating nature, 
preferably on a serial basis. We are not locked in 
and dependent upon future profits, which would be 
the case if we adopted the equity position, and 
this revolves back to the question of the banks' 
requirement that they must be as liquid as possible 
in all circumstances, 

COMMISSIONER HARROLD: .I would like to 
ask a question here. We were talking about loans, 
and one section was on the government guarantee of . 
loans, What is the bankers' general view on the use 
of the government guarantee? Would you have less in 


this field without the government guarantee? What has 
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been the experience in these particular loans? Thero 
are four areas mentioned here, 

MR, WADSWORTH: I think, Mr, Harrold; 
we might have loaned less, It is questionable as- \ a 
to how much less, If we had been able to -- and I | 
must come back to the previous subject --— if we had 
been able to take the security which undér a number 
of these Acts we are able to take and which are not 
normally available to us, I think if is-probably | 
fair to say that the government guarantee -- in some 
areas the rate of interest has been lower than it 
would be without the government guarantee, because 
the risk has been reduced and almost eliminated. | a 


think it 1s also important to point out in dealing 


with government guaranteed loans, particulaly in ‘certain 
areas, such as Farm Improvement Loans, that the 

banks have continued quite actively in that field 

in periods of tight money and in periods when other 
rates were considerably higher than we were getting 
on the Farm Improvement Loan ones. 

) COMMISSIONER HARROLD: Has the guarantee 
been justified by the> losees experienced, or what 
would happen if there was a move at the present time 
to guarantee part of it? 

MR. WADSWORTH: The losses have been 
quite small; I am speaking of the main guaranteed 
loans, but I think it would be fair to say without 
the government guarantee that the rate of interest 


would be higher. 
COMMISSIONER HARROLD: How much higher; 
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equal to the loss percentage which has been experience 
by the government because of the guarantee, would 
that be a fair way of putting it? 

MR. WADSWORTH: No, I think 2 fairer 
way of putting it would be -- in the light of other 
interest rates that were prevailing, because your 
interest rate isn't geared entirely into the less. 
factor and the availability of funds -- what those 


funds may cost the lender. 
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COMMISSIONER HARROLD: There are different 
interest rates for all these differént-pians, are there 
not? 

MR. WADSWORTH: That is right. I might not 
have all of these, but the current rate on farm 
improvement loans is 5 per cent; the current rate on 
home improvement loans is 6 per cent; on small business 
loans, which are relatively new, the rate is 5$ per cent 

COMMISSIONER LEMAN: At page 72 of your sub- 
mission you give some statistics with respect to loans. 
1.6 main ones are government guaranteed loans. These 
seem to have moved from roughly~ 8 per cent in 19%4 
to over 20 per cent in 1961. Have you any idea of what | 
these loans represent in numbers as a percentage of the 
total loans. These figures are all in dollars, but I 
am wondering if you have any statistics on the basis 
of numbers of loans. 

MR. WADSWORTH: I am not aware if Gana vent 
those figures. I can inquire. Before sWawePthi Fou’. 
question I might . ~ say that while this percentage 
has increased, as you are aware, we are now including 
insured mortgage loans and they account for a very 
large amount. The change would not have been as great 
without those. 

COMMISSIONER LEMAN: Would it be your guess 
that the loans made under these government sponsored 
programs in general are for larger amounts or smaller 
amounts than the general unguaranteed loans? 

MR. WADSWORTH: A lot depends upon the type 


of borrower. The home improvement loans are for 
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relatively small amounts and are used for minor improve- 
ments, and they run up to larger loans. I do not know 
that the guarantee affects the amount of the loan so 
much as do the requirements of the borrower. Was that 
your question? 

COMMISSIONER LEMAN: I.did not mean it in 
that sense. Iwas trying to get a guess as to whether 
it is more than 20 per cent in numbers, it being 20 
per cent in dollars. 

MR, WADSWORTH: I have not that information 
in front of me, but some other general whitest might 
have it. 

THE CHAIRMAN: I do not know whether I can | 
safely assume from what you have said that you would 
be in favour of this, but I will ask you: Would you 
be in favour of modifying the guarantee, and allowing 
the interest rate to find its own level in all of these 
guaranteed loans? ; 

MR, WADSWORTH: No, that was not oe I was 
endeevouring to say, Mr. Chairman. 

THE CHAIRMAN: Well, would. you Say it now? 

MR, WADSWORTH: No, although I think there 
would be certain social factors that enter into this 
and which are at the federal and provincial governmental | 
levels. The decision as to the continuation of them 
rests largely with the federal government end the 
provincial governments. There is something in addition 
to that, and that is that I think that we would have ‘o 
have the requirement as to security amended as well. 


But, in many cases, I think the facilities would be 
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available. 

COMMISSIONER HARROLD: What is the limit of 
the availability . of, say, the farm improvement loans? 
You suggest you are not too happy with the ceiling 
there, and yet we have had a representation to the effec 
that the money is not there. What is the limit that any/ 
ene bank lends in respect to farm improvement loans?» 
I think that is the biggest type of loan in terms of 
dollars. ; 

MR. WADSWORTH: I can only speak for our- 
selves, but I do not know of any bank that has put a 
limit on the amount of the farm improvement loans. Our 
experience with them has, as I say, been quite satis- 
factory. I think they have filled quite an important 
function, particularly in the development of new areas — 
and where new land is being broken -- land up north 
and in some of the prairie provinces and: in meny other «- 
fields as well. I do not think that the total has been 
such, as far as I am concerned, that it would cause any 
concern when compared with the total loan portfolio of 
a bank, but I can speak only for ourselves. 


COMMISSIONER BROWN: With respect to home 


dS 
N 


improvement loans where you have a rate of interest 
which is as high as it can go -= it is 6 per cent al 
is there any explanation 4s to why those loans have 
been so static in amount. As shown in your brief 
these loans in 1959 reached a peak of $60 million, 1 


1960 they were down to $55.5 million, and in 1961 


tis tie 


they stood at $66.1 million, The trend there is quite 


different from other bank figures. 
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MR. MULHOLLAND: We have often considered 
those figures, Mr. Brown, and wondered ourselves. A 
partial answer to it has been the development of these | 
instalment finance loans in the banks in recent years. 
Strange as it may seem, we come back again to a life 
insured loan in respect of which the maximum insurance 
in at least one bank is $10,000. If a home improvement 
loan is required it is a very small additional price 
to pay by way of processing and service charges t6 put 
that loan under the instalment finance category instead 
of taking out a straight home improvement loan. That 
ts only & partial answer. 

| COMMISSIONER BROWN: I would think so 
because, presumably, it is the case of the borrower 
paying a total of 9 per cent when he can get a home 
improvement loan at 6 per cent. In that case he es 
paying $30 per $1,000 for his term life insurance. 

MR. MULHOLLAND: Which might be cheap, 
depending upon his age. } 

COMMISSIONER BROWN: Do you not have any 
young people who want home improvement loans? 

MR. WADSWORTH: I think, Mr. Brown, it is 
very difficult to answer that because the banks for 
several years, in conjunction and collaboration with 
the federal government, have entered into bpectal 
advertising campaigns in respect to the winter works 
program, and that sort of thing, in order to support 


tthe home, improvement plan. Sey, tins 
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come in and pay 9 per cent instead of 6 per cent? 
MR. WADSWORTH: No. I was trying to explain 


why the total had not increased. 


MR. LORENZO HEBERT: If I may give a tentativ 
explanation I would say that the fact that we have had 
so much new housing since the last war might account for 
there being less demand for these loans now. 

COMMISSIONER BROWN: Do people have to have 
clear title before they can borrow on a home improvement 
loan? 

THE CHAIRMAN: No. Do you think, Mr. Hebert, 
it is because there has been so much new housing : 
recently and it has not yet reached the repair stage? 
Is that your point? 

MR. LORENZO HEBERT: Yes, that is my point,. 
“and quite a number of old houses have been demolished. 

THE CHATRMAN: We still have a, long wey to 
go in that respect. Small businesses Loans Ihave :not 
increased as nepiddyis as one might have expegted. in view 
of the fact that we hear a considerable ariount of 
criticism of lack of facilities for small businesses, 
Ie there any explanation of this? | 

MR. WADSWORTH: A partial explanation might 
be, Mr. Chairman, that the potential for these loans 
was not as great aS was indicated by all the talk and 
conversation, and all the various other matter that 
related to them,before they were instituted. Also, 
if you are aware, under the Act, the banks are oqperted, 
and it is part of their requirements, to examine the 


creditworthiness of each borrower. They cannot taka on 
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any loan that may come in. These are all sitiali 


borrowers, and the managers in the outlying areas atid 


even in the metropolitan centres keep in pretty close 
touch with the operations of that borrower. That bank 
manager *a assessment of the straight creditworthiness 
of the borrower may be such in some cases that he thinks 
the loan should not be entertained. There hes not been 
a large number of declines, but the applications have. 
not been as heavy as those outside the banks thought 
they might be. 

THE CHAIRMAN: There must be 4 large share of 
small borrowing that is done witheut guarantee at ail: | 

MR. WADSWORTH: Yes, I think that, de, quite 
true, 

THE CHAIRMAN: Do you think there is. any 
real problem in this field of the small borrower? We 
hear a great many complaints from small busineswren 
who want to borrow and who have difficulty in getting 
the sort of funds they require. I am just wondering 
whether from your experience you can say that there is 
no real prebienj yon if there is a problem, what it is. 

MR. WADSWORTH: 1 do snot: think rthenedithdny 
real problem. There have ‘been some procedurél problems, 
and a number of suggestions have ‘been made by the banks 
about routine procedures in the handling of these small 
business loans.One suggestion Pik come up, but which 
would not affect the smaller small borrowers, is that %& 
limit as to the annual volume of business op gales af 
$250,000 : might be increased. Apart from that, and 


others that are of a routine nature and which I thgnk 
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will be ironed out as we obtain more experience, and 
as the authorities obtain more experience with the 
problems that are arising, there is no real problem. 
These problems are purely routine. 

MR. MULHOLLAND: There is a problem in one 
large area of the country that is well known to you. 

I am referring to the province of Quebec where we are 
unable to take security by way of chattel mortgage. 
That is mentioned in the brief. 

COMMISSIONER LEMAN: How about the area of 
the financing of exports, Can you give us a brief 
run-down on what has been the experience of the Export 
Finance Corporation to date? 

MR. BOYLES: Mr. Chairman, perhaps I could 
answer that, First of all it will be recognized that 
it is not a function of the Export Finance Corporation | 
to develop business directly. It merely provides the 
re-discount facilities for the chartered banks. As is 
mentioned in the brief, I believe, the experience has 
been rather dissappointing, but it will be recognized 
that the facility is now generally known, and has been 
generally known, through the branch bankers, and the 
volume of capital goods which result in paper for re- 
discount with the corporation depends, of course, 
sprimarily on the efforts and the ability of the 
exporters themselves. 

| COMMISSIONHR LEMAN: What has been the 
experience? How much has it 1@aned? 

MR, BOYLES: At the présent time the 


dy 


corporation has re-discounted paper to the extent of 
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some $115 million. 

COMMISSIONER LEMAN: Are you satisfied with ‘ 
the way the E.C.1.C., untier its regulations, has 
operated? All of these are insured loans, are they not? 

MR. BOYLES: Yes. We have no observations 
to make about the provisions of the relevant legislation 

COMMISSIONER LEMAN: But it is your feeling 
that whatever demand ous was has been satisfied? 

MR. BOYLES: Yes. 

COMMISSIONER LEMAN: Am I right in thinking 
that a lot of that business has turned out to be not 
Canadian dollar business? 

MR. BOYLES: A:lot of it is not Canadian 
dollar business. A lot of exports are in U.S. dollars. 
As a matter of fact, the paper under discount is usually 
expressed in U.S. dollars. 

COMMISSIONER LEMAN: Therefore, if the re- 
discount is in U.S. dollars would the Export Finance 
Corporation finance itself in U.S..dollars to satisfy 
this demand? 

MR, BOYLES: Yes. In other words, it looks 
to the markets for U.S. dollar coverage to provide for’ 
this facility, and it protects itself, of course, by 
buying forward, and so on. 

COMMISSIONER LEMAN: There seemed tobe 
such an outcry with respect to the financing ‘needs 
of the exporters. Is it no surprise to you that no 
more business has been developed? 

MR, BOYLES: Well, let us put it this way; 


as I said earlier, it has been dissappointing but, 
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not surprising. In other words, if we think in terms 
of the corporation itself, then really the corporation 
itself has not got too much to do with the development 
of the export business. It provides the re-discount 
facilities or, in other words, it facilitates the 


financing of such exports. 
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COMMISSIONER LEMAN: I understand that, 
but if there is any surprise in the lack of demand 
for it, I am wondering if we should look oon an 
opportunity somewhere, either. in E.C.1I.C. --- 

MR. BOYLES: It is surprising. We were - 
hopeful of course that the volume of business being 
handted by the corporation would have been considerably | 
more, 

COMMISSIONER LEMAN: May I refer to your 
paragraph 135 which contains these words: 

"We yotonmend that the whole matter 

of existing limitations on the 

nature of the specific security 

available to the banks should 

be thoroughly reviewed. with a view | _ 

to leaving the banks as free as possible. 

to take such security as the require- 
ments of individual situations might 
indicate." 
A little earlier in the paragraph you made reference 
to one impediment. You say: 

"For ssnepien the power of the banks 

to take chattel mortgage security 

is at present limited to loans made 

to an individual on the security 

of household property (as defined 

in the Bank Act)ooo." 

Is this just an example, or could you list a lot 
of other impédiments that the banks have ih mind 


in making these general remarks? 
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MR. WADSWORTH: You refer here to chattel 
mortgage security? 

COMMISSIONER LEMAN: You seem to give 
that as one example of an impediment, and yet you 
Say you recommend that the whole matter of existing 
limitations as to the nature of specific securities 
available be reviewed, I took the earlier sentence 
to mean that that is just one example. Can you list 
a lot of other examples? 

MR. WADSWORTH: Another example would 
be the regular conventional mortgage security. 

COMMISSIONER LEMAN: Would that about 
do it? Is that all? You suggest that it should 
be reviewed; we would be pivadde to review it for 
you, if you outa give us a few hints as to what 


to review, 


MR. WADSWORTH: The principal recommendation 
would relate to mortgage security or security on 
immovable property, as we termed it. a moment ago. 

MR. BOYLES: I think the main point 
here, Mr. Leman, is that there should £3 no inhibition 
or restriction such as is imposed by the respective 
sections of the Bank Act. In other words, the question 
might arise, why should the bank be singled out for 
the restrictions that are imposed by that legislation? 
We see no reason why we should not be free of such 
restriction. I think that is what we had in Dime 

COMMISSIONER LEMAN: 1 agree te youy " 
in theory, that is true. However, we have heard. 


before this Commission a lot of witnesses who criticized 
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for instance, the Industrial Development Bank and 
who said that sometimes the I.D.B. tied up a elient 
to the extent that the bank took so much security 

in excess of its needs Soe a loan that the client 
was unable to provide gpedit fot other purposes, 
Some have even nuggestiga that at times the chartered 
banks, under the special security sections thet 
are available to them, such as Section 88, have 
tied up customers and made other credit requirements 
difficult. 

It is in that context that I suggest 
that the problem is perhaps not a theoretical one, 
that there are practical difficulties, What do you 
belleve was the intention of the Act in prohibiting 
securities on immevables to be availabie to the bank? - 

MR. BOYLES: Well, I presume the theory 
was that a bank might very well find itself in the 
hoauition; indirectly perhaps, of investing too much 
in a particular type of security. 

| MR, LORENZO HEBERT: The reason is a 
historical one, In the past century it was the 
practice of the American banks to lend on mortgages, 
and this is one of the reasons they had so many 
failures, In the first bank charter this was intro- 
duced to guard against that situation; otherwise we 
would have had the same trouble they have had in the 
United States and some other countries, 

If I may add another thought, the 
Situation since then has changed considerably. This 


is the reason why this prohibition is in the act now. 
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It dates from the very first charter of a Canadian 
bank, and it has been left in the other charters and 
in.the Bank Act, But conditions, and the expertese 
of the bank in this field, and the risk involved are 
not what they were at that time, 

COMMISSIONER LEMAN: Is it just possible 
that the legislators might have had in mind that the 
banks did not like to make long-term loans, and that 
security on first mortgages were particularly designed 
for long-term financing? | 

MR. LORENZO HEBERT: The main reason 
was the speculation on real estate at that time. The 
country was expanding, there was a frontier, people 
needed money, and there was considerable 
speculation, This was to avoid that speculation - 
that is the historical reason for it. | 

COMMISSIONER LEMAN: I will not argue 
with you AS to whether that was the Main reason or not, 
but let us examine the reason I have given, 

I think the banks this morning explained 
to us that in general they are not too much in favour 
dP Vee long term financing for business, Allowing 
them to take security on first mortgages on inmovablen 
of a business might enable the banks to tie up 
customers to a point where they had no credit left. 
for financing the relatively short-term loans, Is 


that a possible difficulty? 


MR, BOYLES: You might find a situation 


where a client is lacking. in working capital but is 
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fairly long in fixed assets, Perhaps he would be 


creditworthy in respect of a loan, provided he could 
give security against his fixed assets even on a 
short-term basis. 

COMMISSIONER LEMAN: Could there be 
perhaps a regulation to the effect that security 


could be taken on immovables for a loan shorter 


than X months? 


oo es A we e & & 


MR. BOYLES: That is rather restrictive 


in operation. 


- 
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MR. WADSWORTH: I think that would be 


tL” 
unfair, Mr. Leman. May I add another thought on it. ° 


- 
dS 


To go back a bit -- we have covered this. 


eS 
oe 


in our brief, and we know now from looking back there 
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were many other extenuating circumstances in banking 
F 
in the U.S. and other countries on mortgage security, 


— oe 
an w 


fost 
~ 


But in the Canadian economy there has been a change 
in the regular conventional ere mortgage field, 
Mortgages are now amortized to a large extent. They. 
are more liquid to that extent, because as every month 
or every six months go by the equity becomes wevauee 
than it would with a heavy payment being made when 
the pxoperty is depreciated, I think that has made 
quite a difference in that type of mortgage security. 
fhis morning, in speaking of nortgege 
security, I think we were talking almost entirely 
along the lines of that type of mortgage security. 
But there is the other area of the smaller borrower 
who, as Mr, Boyles said, may have need of working 


capital. I would extend that further to the borrower 
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who had capital needs and has no source of funds. i , 
is in that area thé banks feel they could play a uséful 
role, 

I think there has also been & change 
with growth at all levels of secondary industry in 
Canada; we have many more small businesses that are 
growing and expanding and which require term funds 
of a capital nature ee time to time, and yet they 
are not of a size that they can go to the market or 
go through the procedure that has been followed. where 
the banks can purchase a first mortgage bond, et a 
cetera; the expense would not warrant it in most 
of the moderate sized loans. 

You made the statement, I think, that | 
we might find we were too far committed in this | 
field. I believe that would be up to what I hope 
would be the good judgment of the bank Gondernedy: eo rfos: 
and that they would not get over extended.. 

COMMISSIONER LEMAN: All I am trying to 
get at is,do you think that extending the right to 
take security on immovables by banks would tend 
to push them more into longer term, on average? 

MR, WADSWORTH: I think on avordae it 
would, subject again to the availability of funds, 
and that being subject to whether the monetary 
authorities felt we were playing a useful role and 
that we should have funds for such purposes. 

COMMISSIONER LEMAN: What about the 
reverse proposition: Would it be practical and useful 


to make all these sections, 82, 86 and 88, available. 
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to any lender in Canada, not only to banks? 

MR, NEAPOLE: That is a very difficult 
question to answer, Mr. Leman. Traditionally those 
sections have been in the Bank Act for a long time, 
and probably have been the most important sections 
of the Act in many different ways in development of 
business and the country generally, 

I think one of the difficulties about 
making security of that kind available to all 
lenders would be the problem in people ascertaining 
the security... and so forth, As it is now, they are 
registered securities, I think if they were available 
to all kinds of lending organizations, such as 
credit unions and bodies of that type, there would 
be extreme difficulty in éofitiind ie the operation to 
something about which people would have knowledge, 

COMMISSIONER LEMAN;: They would have 
to register too, wouldn't they? 

MR. NEAPOLE: I would assume they would, 
yes, " 

MR. PATON: Mr, Leman, may I point out 
that sections 88 and 82 are general rather than 
specific. Under Section 88 it would not be possible 
to have two lenders hold security on the sane ees 
location, The location has to be specifically 
described. . Al1 of these refer to where the 
inventory or -; the goods lie, It would be 
very difficult, if not impossible, to have lenders 
with different interestsin the same security. 


Section 86 is different, because that 
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is specifically a warehouse receipt against an item 
in the warehouse. Section 88 is more general, 

COMMISSIONER LEMAN: Perhaps RUBS? 
would be - difficulty in making the same security 
available to two different lenders. But if a 
lender had a client that was not a bank's client, 
I am wondering what difficulty there would be in > 
extending this particular variable type of security 
to such lender, Do you feel it is something that 
could be abused by lenders? 

MR, NEAPOLE: Being one of the lenders, 
I would hesitate to say iat but I would say it. - 
could be, It always could be so, but I would not 
advance that as a strict objection. | 

I think one of the principal things 
about the banks being able to do this is that they 
themselves as a rule require reporting, inspecting 
and policing of the security, and I like to think 
it would be done more effectively by banks than by 
other lenders, I am using the word in a very broad 
sense now, ie 
COMMISSIONER BROWN: The banks are asking 
to have other erent open to them; why shouldn't 
the security they have be open to other people? 

MR, NEAPOLE: Well, it is a good qusutien. 
Why not? We have been talking about sections 86, 
88 and 82.. 

COMMISSIONER BROWN: Those are the 


ones we are talking about. 


MR. NMEAPOLE: In a categorical sense, why 
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not? I would not object, so to speak. 
COMMISSIONER BROWN: Section 88 is sotqus! 
to Canadian banks, What do banks in other countries 
do -- they seem to operate successfully? 
MR, NEAPOLE: They have other means | 
of taking security. . 
COMMISSIONER BROWN: What do they take? 
MR. WEAPOLE: Assignment of receivabips, 
and in some cases something similar to a registered: 
charge, like a debenture, I say “similar to" beavas 
I am not entirely familiar with the situation, | 
COMMISSIONER BROWN: If banks were 
given mortgage facilities, we could wipe out 


section 88? I am just flying a kite now. 


MR; NEAPOCLE: In what sense, wipe out. 
i 
i 
COMMISSIONER BROWN: We would do away | 


Section 88? 


with Section 88. Could you not operate then as 
banks in other countries operate? 

MR. NEAPOLE: It woud be extremely 
difficult, because I don't know of any other vehicle 
here for the assignment of receivables. 

COMMISSIONER BROWN: In the United 
States, Britain and France they seem to operate 
successfully without a Section 88 or something similar 
to it. I bring this question up because criticisms 
have been made that banks tend to take more security 
than other people feel is warranted under Section 88 
and as a result other suppliers who have delivered 


goods which have not been paid for find that those 
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goods are seized by the bank. 
MR. NEAPOLE: That has happened, yes. 
That claim is particularly made in the canneries, 
where there are seasonable enterprises, fisheries, 
vegetables and so forth, But by the time the product 
has been canned the bank, by making loans, has in 
effect substituted itself for other preferred 
creditors, The loans have gone out to pay wages; 
at least all the wages would have to be paid, and 
on top of that there are certain distributions made 
to the growers from time to time, and also certain 
payments made to the suppliers of cans, and so forth. 
As a rule, suppliers of cans, labels, 
cartons and so forth are familiar with the affairs 
of the canner, and he is familiar with the bank, The 
bank explains the situation, and they work it out 
between them, with the canner right there on the spot, 
I would say that the advantages of 


the Section 88 procedurelmve far outweighed any 


disadvantages, It is perfectly true that creditors. | 


have been caught from time to time, whether with 
canners, or textile convertors, or other enterprises; 
the fact remains that they are taking a business risk 
the same as anybody else is. 

MR, WADSWORTH: May I add a further 
comment on your remark, Mr. Brown? I would Look 
upon it as Section 88 sdippleménttne the security 
you mention, I think there are many borrowers who 
give a general assignment on receivables, and under 


Section 88 security they are still borrowing on long- 
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term, under a mortgage on their plant. With a first 
mortgage bond there is probably some clause thére 
permitting them to get security under Section 88 
on their inventories. So, I think it is a combination 
of the three, The fact that we could take mortgage 
security might assist to a degree, but there might 
be cases where we would take Section 88 security and 
not mortgage security. The mortgage financing 
may have been arranged elsewhere, or some other lender 
might have been more competitive in that areeee 

MR. BOND: I suggest that if we ae 
mortgage security out of the Bank Act we would have 


to put it in some other act, and if you did that 


you would very likely deprive the people of the province 
of Quebec of any security at all, vSeatbe in Quebec 
you cannot take a pledge of chattels, So, I say if 
you took Section 88 out of the Bank Act you would 
have to put it in some other act, 

COMMISSIONER BROWN: You said if you 
took "mortgage security" out. 

MR, BOND: I meant that particular 
form of mortgage. It would raise a constitutional 
point in Quebec, In that province you might deprive 
them of any security of that type, including the 
banks, 

COMMISSIONER BROWN: I am curious to 
know why our banking system couldn't function in’ s 
the pane way ag banks function’ in other countries. | 

MR. PATON: I think the answer may 


be that business over there probably gets more sub- 
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stantial lines of credit - that is busineases that . 

borrow under this section, If we eliminated Section ' 

88 the bank credit could not remain at its eaieaan 

figure, unless the bank gould take private security. 
COMMISSIONER BROWN: This brings up 

Mr. Leman's point, but if we give the banks more 

and more facilities to take up more securities, 

we are going to have all the credit in the country 

concentrated in one os ee Therefore I throw out 

my first suggestion that if you extend mortgage lending 

to banks I think you must consider extending 

some of these other facilities to competing lenders, .«. . 
Before I leave this, there is one point 

that nie hese brought up, and I am. surprised that 


you did not mention it in your brief; that is, as 


to widening the security under Section 82, to 


include other than straight hydrocarbons, 
MR, NEAPOLE: It never came up in our 
discussions in 1954, 
COMMISSIONER BROWN: Are you quite happy 
just to have hydrocarbons? 
MR. NEAPOLE: What else do you suggest? 
COMMISSIONER BROWN: There are some | 
other by-products that exist and which are measureable, 
MR, NEAPOLE: . I think they might very | 
well be covered in the description now\= gas, and 
so on. 
COMMISSLONHR BROWN: How about minerals, 
sulphur, and so on? | 


MR. NEAPOLE: The products of the mine 
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and so forth are included in the act now under 
Section 88. 

COMMISSIONER BROWN: I am talking about 
Section 82. 

COMMISSIONER LEMAN: It covers products 
of the mine once they are on the surface, but not 
underground, 

MR. NEAPOLE: Correct - or detached, 
so to speak. 

COMMISSIONER BROWN: However, we have 
been talking about the bank having too much security; 


now that you are quite happy with Section 82, perhaps . 


we should drop that discussion, 
MR. WADSWORTH: I think, broadly speaking, 
it would be desirable if the banks had broader powers, 
To go back to the question of Section 88, 
the banks at this time have not said that any form of 
security they want should be withheld from any 
other type of lender. We are asking for freedom 
for ourselves and we must expect it for others, 
But under Section 82, it would be hard to assess 
the extent to which this is being used now, you 
mention minerals. As you know, in the oil and gas 
industry, the experience of the highly technical 
skills that people have today means that they can 
estimate fairly accurately the reserves and recoverable 
portion of those reserves. The estimating of 
recoverable reserves from a gold mine that has not 
yet been fairly blocked out, has not advanced quite 


to that point. I think if the bank had the freedom 
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to take such security , as and when the UBhiitoal 
changes and new developments take place, it would. 
be most desirable, because the role the Vani have 
played since we have been able to take Section 82 
security in the oil and gas business, has been a 
relatively significant one, 

THE CHAIRMAN: We will adjourn for 


ten minutes. 


~-=- Short recess, 
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THE CHAIRMAN: We shall now resume, 
COMMISS LONER LEMAN 1 Before we! ‘tebye the 


subject of security ean you tell us, re the banieg now 


have worked out a certain rule on the ratio of security 
to support a loan? Are there any rules about the ratios 

‘ ae 
that you work to? 


MR. MULHOLLAND: Under section 88, Mr. Leman? 


COMMISSIONER LEMAN: Yes; let us say under 
section 88. | 7 a 
MR. NEAPOLE: Let us take section 82 first, 
if I might, Mr. Leman. There you have the cut and dried 
operation but where there is a very, very highly 
prepared appraisal of the oil in the ground | er the 808, 
as the case may be, ‘of both, and there is atac a \ 
present, so to speak, market value aseribed to it, we 
work on the basis. of SDs papncetit of this prescribed 
value, provatied that the flow from the well, whatever 
it is -- the production -- is of course sold and is 
going to produce a pay-out in from four to five years, ' 
That is a fairly, shall I say, definite type of operatio 
_ under section 62. ast: 
my: Avi bee COMMISSIONER LEMAN: Are you speaking now 
‘ey all the banks or for just the Royal Bank of Canada? 
MR. NEAPOLE: I can only speak at this 
particular moment for ourselves, but I think they are 
all more or less the seme. They would hot be very 
greatly different. Now, insofar es seotion 88 is | 
concerned, you have such a vast variety of products 
and the man's own equity entersinto it so much, thet 


I could not say there is any hard and fast formula. 
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I am reasonably certain, for instance, that 


if there was an assingment under section 88 dealing with 
ingots of aluminum or metal that had a definite market | 
and was in quantities that could be marketed, etcetera, 
that you would find people making some kind of judgment 
as to how much they could lend against that particular 
commodity. However, I cannot give you any hard or fast | 
rule on section 88 generally. anh 8 

COMMISSIONER LEMAN: In that case you would 
feel it would have to be an ad hoc judgment on each 
loan? | 

MR. NEAPOLE: Yes, based on the Sent, can I 
said, that the man's own equity is going to enter into 
it very much, and the product too, of course. As you 
can understand if you have a project which is partially 
manufactured it might be almost useless in any other 
business, let us say, there being no particular realizable 
value except to run it through the plant and finish the 
operation, which might not be feasible, 

MR. MULHOLLAND: It may be a fair statement 
to say, Mr. Leman, that when the section 88 security 
finds itself converted into receivables there might 
be more of a margin that could be stated, and that 
margin of a bank loan against good receivables might 
be something between 15 per cent and 25 per cent. I 
am just stating my own opinion in that respect and I 
am not speaking on behalf of the Association. 

MR. NEAPOLE: That is the margin: 

MR. WADSWORTH: I do not see how the sectirity 


referred to could be broadly affected if 1t were subject 
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to stipulations for certain limits. The case Mr. 
Neapole mentioned under section 82 broadly applies to 
all of us, but I am sure the ratios differ 8 bit | 
between various types of lending institutions, not only 
banks but others, as to the amount they would lend 
against oil in the ground. Some consider the gravity 
in relation to put-out, and so on. So, I da not see 
how you could work out any precise formula that would 
apply. ‘ 

COMMISSIONER LEMAN: No; I was just wondering 
if it might be possible to put some minimum ratios on, 
especially if there were to be complete freedom as to 
what security banks could take. 

MR. WADSWORTH: I do not think so. [I think 
in the case of mortgage security in a business. enter- 
prise, even if we had the permission to take mortgage 
security, we would not be the only lender, and if tt 
were felt that better terms might be obtained elsewhere 
and by borrowing under mortgage security from some other 
source, I think the borrower would do so. | 

MR. BOYLES: The governing factors here, Mr. 
Leman, are basically the financial position of the 
borrower and the type of business in which he is 
engaged. Those are really the determining factors. 

COMMISSIONER LEMAN: Well, we have gone 
down the spectrum of the classes of assets except for 
one section and that is the one where we had bunched 
provincial, municipal, and corporate securities. I 
took from your submission, and I hope I interpreted it 


correctly, that there has been rather a reduction in the 
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proportions of holdings of banks of these three typos 
of securities in the last; eee perlod; is that 
correct? | 

MR. HACKETT: Well, Mr, Leman, I think that 
is broadly so. Since we are talking about proportions 
I think that that trend is perhaps the obverse, the 
other side, of the relative increase in loans as a 
percentage of total assets. 

COMMISSIONER LEMAN: They have not reduced 
in the absolute, in other words? 

MR. HACKETT: That is true, sir. 

COMMISSIONER LEMAN: Although you do give 
some explanation of that in paragraph 86 and following 
of your submission, I am not too eens on why they have 
lost in popularity as holdings for banks! portfolios. 

MR. HACKETT: Well, sir, I do not think they 
have lost anything by way of popularity. Perhaps I 
had better divide my answer somewhat to deal with the 
different types of securities. Perhaps it might be ier" 
Aeteeul if I were to do that. I will, perhaps, take 
corporate securities first. I think it was about the 
mid-fifties that we had a combination of circumstances 
in this country which involved a very high level of 
new corporate financing, new capital spending, reflectin 
increases to plant capacity, and at the same time, 
relatively easy money conditions. | 

There grew up to be almost a Pet rte of 
public corporate financing at that time of including’ 
as part of the issue short-term serial bonds that ran 


from one to five years, sometimes as long as one to ten 
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years. 

From the standpoint of the borrower that 
was a way of reducing the overall cost of the financing. 
From the standpoint of the banks it was a relatively 
attractive combination of maturity and yield, having 
regard to the level of yields prevailing at the time, 
although one is bound to confess one sometimes shudders 
when one looks at these Yields now. 

Since that time I think it is accepted that 
the volume of new corporate financing requiring public 
financing has tended to diminish., One of the reasons 
for this, I think, has been an increase in tendency on 
the part of corporations to finance more out of retained | 
earnings. I think that has something to do with the 
nature of the capital expenditure that has been going 
on in recent years. At the same time these securities, 
having been originally issued in serial form, Have: 
started to run off and the opportunity for replacement, 
due to the nature of the demand and also due to weridtad 
monetary conditions -- you do not have as much room as | 
you did for that kind of thing -- has not kept pace 
with the pay-offs. So much for corporate securities. 

As to municipal securities, and I think the 
same thing holds true in all these three areas, 
there has been great competition in the case of loans. 
But even in the case of municipal securites there have 
been one or two special factors which, in recent years, 
have somewhat tended to reduce the availability of 
these securities to the banks. 


One is the fact that in certain areas and 
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in certain combinations of areas there has been a greate 
tendency on the part of the municipality to do financing 
in New York. 

A second factor has been a certain tendency 
for Municipals to be issued in straight-term, longer 
term form instead of in the short-term serials. That, 

I think, is a market preference. The market, at times, 
has shown a decided preference for that type of issue 
to the type of issue which in normal times would find 
its way into the portfolio of a bank, 

A third factor which is of some significance 
has been the tendency in certain provinces for municipal 
finaneing to be done under the aegis of provincial 
borrowing authorities. I am referring to such operation 
as the Alberta Municipal Financing Corporation, where 
the securities come to the market as provincial rather -: 
than municipal obligations. 

I think it is this combination of consider- 
ations that explains why these non-federal government 
securities are not a relatively greater proportion of 
total bank assets than they are but rather a somewhat 
lower proportion. 

COMMISSIONER LEMAN: It is not a reflection 
ef any disillusionment on the part of the banks, 1g 
it? 

MR. HACKETT: None whatsoever, sir. It is 
a case of partly a different set of conditions and 
partly a greater relative demand in other directions, 


particularly liending. 


COMMISSIONER LEMAN: To come back to the 
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corporates for a second, is there any relationship 
between the development relative to corporate securities 
and the concept that you explained this morning about 
the views of the banks regarding term loans, for buying 
-& corporate security is somewhat akin to lending long 
term, is it not? 

MR. HACKETT: Yes, sir. I think it is. I 
believe that one's policy views with respect to the 
acquisition of a corporate security cannot be digs 
associated from what you are doing or what yow have to 
do or the fact that you are under certain limitations 
with respect to the making of term loans because, as 
you say, sir, conceptually there is very little 
difference. 

COMMISSIONER LEMAN: Is this basically 
something the banks have developed out of their own 
volition or under some pressure by the monetary 
authority or what? 

MR, HACKETT: Well, at times when we have 
been under restriction with respect to the making of 
term loans, or under limitation, this limitatien applies 
equally to corporate securities purchased directly from 
the issuer. As you readily appreciate, there is not 
much sense in not being able to make a term loan if you 
say to the person, "Walk out of here and bring me 
your bond issue instead and I will buy it". There 
logically has to be a consistency there. 

COMMISSIONER LEMAN: In this area you comment 
also on the banks' activities in paragraph 234 and 


following, and that is the function of the banks as 
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underwriters, First of all, I should like to ask you 
a general question to start with. IS this a function 


that the banks like? Would they like to be heavily 


* 


involved in underwriting? 


MR. AVISON: May I answer that, Mr. Chairman? 
This is in part, Mr Leman, historical.Banks have tended 
to be associated with syndicates in the underwriting 
of securities, and this pattern has continued over the 
years. I think it is fair to say that the banks like it}. 

COMMISSIONER LEMAN: You say basically the 
banks like it? 

MR. AVISON: Yes, sir. 

COMMISSIONER LEMAN: Would you, like Mr... 
Hackett, make any distinction between the provincials., 
municipals and corporate securities, or would you not 
make any distinction? 

MR. AVISON: In connection with underwriting? 

COMMISSIONER LEMAN: Yes. 

MR. AVISON: Well, let us do what Mr. Hackett | 
did and take the corporate issues eebet.. 2 think that 
with very few exceptions -- you could probably count the 
on one hand -- banks do not participate in syhanceden' 
with respect to the underwriting of corporate securities 

In the municipal field, of course, the banks | 
for the most part participate, not entirely but for the 
most part, in syndicates underwriting municipal issues. 
These syndicates might be very small or they might be 
very large. Some syndicates may only have one benk 4n 
them, and some syndicates may have two or more banks in 


them, 
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In the provincial field, as you know, the 
fiscal: agency technique is usually employed, but not 
entirely, where the syndicate combines to form a fiscal 
agency, and it will be found that most of the banks are 
in that agency. | 

COMMISSIONER LEMAN: Well, so far as the 
corporates are concerned, what are the objections? 

You say the banks are just not underwriters of corporate 
securities. 

MR, AVISON: With very few exceptions, that 
is true. 

COMMISSIONER LEMAN: What are the factors 
that account for this? If you basically like the 
underwriting function, why would you not like the under- 
writers! function with regard to corporate securities? 

MR, AVISON: I suppose the simple reason, 

Mr. Leman, would be that we have not been invited into 
the syndicate, whereas we are invited into the municipal 
and provincial syndicates. The banks camot sort of 
initiate themselves into the syndicate. 

COMMISSIONER LEMAN: You have given us genera 
comments here in this chapter of your submission about 
the underwriting function of the banks. Could we get 
some numbers on the amount of underwriting that has 
been done for various types of securities, where it has 
been done? 

MR, AVISON: I do not beleive these figures 
are available in total. Each individual bank would have 


them. 


COMMISSIONER LEMAN: Why would this be an 
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area where the Association would not have figures? I 
am just asking. There may be a good answer. 

MR. AVISON: I just do not know. 

COMMISSIONER LEMAN: Is this a. field where 
the Association would be prepared to gather some figures 
for us? 

MR. MULHOLLAND: Yes, Mr, Leman. 

MR. HACKETT: If I might make an observation 
there, Mr. Mulholland, I suppose it is clear that in 
any underwriting syndicate a bank may only have a 
relatively minor percentage interest in that syndicate. 
There may be one or two banks, there may be ten or a 
dozen dealers, if the syndicate be a large one, 

COMMISSIONER LEMAN: Well, I suppose you 
could get some figures which would give us a good 
indication of the volume of underwriting by banks. 

MR, AVISON: May I ask a question? What 
you are looking for is a total figure for the Associatio 
of the amount that all banks have shared in all 
Syndicates in which they have participated in issues of 
both municipal and provincial securities? 

COMMISSIONER LEMAN: Yes. I do not think 
we would need this bank by bank. 

MR, AVISON: That would be a difficult 
figure to dig out with any speed, Mr. Leman. 

COMMISSIONER LEMAN: What do you call speed? 
I am just suggesting that at some future date you could 


file this through the secretariat of the Commission. 
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MR. AVISON: I am satisfied the figure could 
be obtained. 

MR. WADSWORTH: Would this relate to the 
percentage of banking participation in the syndicates, 
the syndicates that they were connected with? 

COMMISSIONER LEMAN: .No, the bowgad that the 
banks themselves handle. 

MR. WADSWORTH: May I just ask a question 
because -=- and I think I speak for all of us -- 

we would like to provide any information that it 
is possible to provide. Is it a question of the share 
of, say, the syndicate liability which the bank may have 
taken in a syndicate or the share of that issue that the 
bank may have assisted in placing? 

COMMISSION LEMAN: When you are in an 
underwriting syndicate you perform, I suppose, both 
underwriting and distribution? 

" MR. WADSWORTH: Wé1ll, we could provide both, 
but in some cases we would not provide both; in some 
eases we would only have a syndicate liability for any 
unsold securities, the main amount of the selling may 
have been done by other members of the syndicate, so 
it 1s just a question of pin-pointing what you would 
like fromuus.. 

COMMISSIONER LEMAN: As I say, I would like 
to see some figures -- I don't know exactly what you can 
supply -- but I am asking you if you could give us 
figures that would give us a good notion of the volume 
that is handled by banks in the underwriting function 


and in the distribution of it? 
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COMMISSIONER BROWN: Could I make @ sug- 


gestion to see if this would fit in with your idéas 
on what might be feasible; the dollar value of eraicate 
in which the banks have darttietpdted peng the doller 
value of the liability taken by the banke. rit 
MR, AVISON: May I repeat that to aee that 
I understand it? The total amount of new jssues\in, | 
which the banks participate in the syndtoate eo newer, 
and the proportion which the banks assume of, the Liepili y 
in that syndicate of that total figure? : | | 
COMMISSIONER BROWN: That is right. 
MR. AVISON: Do you want this for a period 
of years or for, say, a typical year; for the year 1987 
W 


and the year 1962, or something? 


: % 


ee 
COMMISSIONER BROWN: Mr. Leman 1s asking the, 
- 


question. %. 
aN 

; » SN 

COMMISSIONER LEMAN;: Well, if it were possibi 


Bed 


to have it for a period to see if the volume has been \ 
increasing; I don't know, a period of seven or eight oo 
years, would that be possible? 

THE CHAIRMAN: I suggest that you arrange 
exactly what you want afterwards, recieve and work 
something out? : , 

COMMISSIONER LEMAN: Yes. 

THE CHAIRMAN: Which would be satisfactory. 

MR. WADSWORTH: Before we leave that point, 
may I add one further comment in gonnection with this 
in relation to corporate securities. I think a | 
contributing factor is the distribution of securities 


by banks, etcetera. A great deal of our distribution 
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is in the form of almost order-takers through our wide 
branch system, particularly in municipal issues and 
things such as that. Apart from ctaweucaiveaubannee 
bonds -- I think we mentioned this in our brief -- - 
the banks do not recommend any other type of security, 
but we will execute orders from those interested, and 

I think the: degree of interests from the average 

bank customer who comes to the bank is much more in 
provineial and municipal issues than it is in corporate 
issues, and I think that has some bearing on why we do 
not appear more often than we do in corporate syndicates 

COMMISSIONER LEMAN: And in the corporate, 
as Mr. Hackett pointed out earlier, there are seldom 
| ia shorts in the issue? 

MR. WADSWORTH: That is right. 

COMMISSIONER LEMAN: Whereas in the municipal 
issue there would be shorts? 

MR. WADSWORTH: We are not as much a direct 
participant, either. 

MR. HACKETT: I think there is another 
factor, too, in that the history of corporate under- 
writing in Canada usually involves a long standing 
and continuing relationship between the borrower and 
the issuing house. Corporate issues are not sold by 
tender, it is an arrangement, a continuing connection, 
and that is the pattern that has grown up. 

COMMISSIONER LEMAN: Could you describe to 
us the general way in which this business has 
developed; how did .banks get into syndicates? Are 


they usually permanent members of a syndicate, for this 
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fiscal agency that is of long standing, or is 7it an 
ad hoc decision in each case to get into the.:syndicate?. 
MR. HACKETT: No sir, syndicate arrangements 
are usually of very long standing; they go back for 
many years. 
COMMISSIONER LEMAN: And do these tend to 
be arranged along the lines of a group of dealers in 
the bank to handle securities, or are there sometimes ~~ 
more than one bank in any one syndicate? 


MR. HACKETT: If it is a large syndicate 


there is more likely than not to be more than one bank; |. 
sometimes there can be five or six banks ina very large 
group. 

COMMISSIONER BROWN: I would like to aoe if 
the banks have a view on the question of Section L375 
subsection 2, in view of their liking for pesesas: 
in syndicates? 

MR. HACKETT: Yes, I think we do have a 
pretty well defined view on that, sir, and I think our 
view arises from our interpretion and the purport of 
this section, which we think is useful. 

COMMISSIONER BROWN: Perhaps you would read 
the section for the record? 

MR. HACKETT: Pardon? 

COMMISSIONER BROWN: Have you got it there, 
or will I read it? 

MR. HACKETT: Yes, it is section 157. 1 
don't know if you wish me to read it, sir, but this is 
the section which prohibits the use of the name of a 


bank in any prospectus or advertising for securities. 
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If you wish me to read the section in total, I will. 

COMMISSIONER BROWN: I have it in front of 
me, 

MR. HACKETT: Right. Well, I think our 
view is that this section is useful in that it removes — 
the possibility that any investor -- possibly a some- 
what unsophisticated investor -- might buy a security 
under the impression that the bank's name on the 
prospectus was advertising, or to imply that the bank 
was in some way directly or indirectly responsible for 
the fulfillment of the SOvdouebie eo1schrasks 

Section 157 approaches that, of course, very 
directly by prohibiting the use of the bank's name on 
there in any context whatever; we think it is a 
possibility that human nature being what it is that this 
would happen if the bank's name were on the advertieing 
for the sale of securities. ° I should have added that 
advertising for the sale of Government of Canada direct 
or guaranteed: . securities is exempt from this 
prohibition. 

COMMISSIONER BROWN: You think it is safe 
to advertise them? 

MR. HACKETT: I think so, but I think the 
point is that if the bank name were on there, some 
sort of responsibility for the fulfillment of the 
obligation will beimputed to the bank no matter to 
what lengths the bank might go to endeavour to remove 
such an impression, and for these reasons I think we 
feel that the section serves a useful purpose. 


COMMISSIONER BROWN: Is there tunanimity of 
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view on this? 

COMMISSIONER LEMAN: Does that mean that 
they definitely would exclude banks from underwriting 
corporate issues? 

MR. HACKETT: It wouldn't exclude, sir, a 
bank from participating in underwriting, but it would 
exclude the appearance of the bank's name on the 
prospectus offering the securities t& the public. 

COMMISSIONER LEMAN: Well then, I haven't 
got the details of the various securities acts 80 
much in mind that I would be site to soive this right 
here, but does that entail, therefore, a change in 
the securities laws, because normally it is required 

. that the underwriter's name be disclosed in the 
“Baeupectas:, isn't 1t? 

MR. AVISON: I think that is true of 
corporate debentures, yes. + 

MR. HACKETT: © But you *still ‘couldn't put 
the advertising in the paper with the pete bus name, in 
the actual offerings of these securities to. the public. 

COMMISSIONER LEMAN: That is why I am 
Suggesting that unless these securities acts themselves 
were to be changed, banks couldn't underwrite corporate 
issues because the securities acts require that the~ 
underwriter's name appear in the prospectus. . 

MR. HACKETT: That is a legal point -- 

MR. AVISON: I think that is quite right. 

COMMISSIONER LEMAN: Well, we have heard 
from quite a number of witnesses a lot of suggest xers 


about the securities regulaticns in the country, the 
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limited participation of the banks in the underwriting 
and distribution of securities; does this enable you 

to give us the benefit of your comments on the adequacy 
of these regulations? 

MR, HACKETT: I beg your pardon? 

COMMISSIONER LEMAN: Either the bankers or 
the general observers of banks. 

MR. HACKETT: I think it is fair to say, Mr. 
Leman, that through the years these regulations have 
become more adequate, and secondly that there is an 
increasing degree of obGMdinetiénIbetgetn the various 
provincial agencies in this area. 

COMMISSIONER LEMAN: To the point where they 
Satisfy you? 

MR. HACKETT: I think, like everything else, 
thia is an evolving thing; I think from time to time 
Situations do arise, but one of the situations, of 
course, is that of the operator who doesn't do business 
in this country but may take up residence here and do 
business outside Canada; that is the situation which is 
being dealt with, and I wouldn't say that the problem 
has been wholly solved yet, but I think it is8 something 
which the various Commissions are extremely conscious 
of. 

COMMISSIONER LEMAN: Well, we have all 
heard a lot of representations about the full disclosure 
requirements of special corporations in their annual 
reports and in their perspectus. From the point of 
view of banks as investors and lenders, do you have some 


comments to make on this, the adequacy of the disclosire 
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requirements as they exist today? 

MR. HACKETT: No sir, I think the general 
trend of practice and procedures in this area over a 
good many years have been in the direction of giving 
the investor the fullest possible information he can get 

. in mind 
and I don't at the moment have/any specific area in 
which I would suggest improvements, might be arranged. 
That is not to say, perhaps, we couldn't think of some, 
but I think the investor in this country gets a good | 
break in the way of disclosure of inform tion. 

COMMISSION LEMAN: If I might turn to another 
subject, unless you have something on that, Mr. Brown? 

Sometime ago there was an announcement 
regarding the possible development of a bankers! 
acceptance market in Canada. Until mow has any 
progress been made in this field, or can you report 
none? 

MR, AVISON: I think it might be fair to 
réport, Mr. Leman, that through no fault of the banks 
the .timing of the introduction of this new market 

almost coincided with the most recent period of high 
rates and relatively heavy demands for loans, with 
the result that about eight months, perhaps, seven 
months, in our view could hardly be construed as a 

“typical period in which to properly determine whether 
this market will develop or not. 

COMMISSIONER LEMAN: What is it designed to 
finance? 

MR. AVISON: These items which -- I haven't 


got the Bank of Canada Act in front of me, but it is 
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these items which properly fall under 18(1) item G of 
the Bank of Ganada Act. 

COMMISSIONER LEMAN: Could you describe 
generally what these are and what this covers? 

MR. AVISON: If I may read the section. 

You will Sete tink in the powers of the Bank of 
Canada Act they are empowered to buy and sell, and so 
forth, and we are using items F and G purely as 
illustrative of the areas in which bankers! acceptances 
can be drawn. It deals with the production and marketin 
of goods wares jansaiaias and in connection with the 
production or marketing of Saou of agriculture, 
products of the forest, and quarrying, mining, and 
products of the sea, lakes and rivers; and these are 
the typical areas to which bankers! acceptances ,were.to 
apply. 

COMMISSIONER LEMAN: Well, such a market 
is fairly active, say, im New York, isn't it? 

MR. AVISON: It varies. It recently has 
been quite active. 

COMMISSIONER LEMAN: Are there peculiarities 
about our environment here in Canada that make it 
more difficult for such a tool to become developed? 

MR, AVISON: I think, sir, it might be said 
that we have developed other tools, that are normally 
letters of credit in connection with exporting, for 
instance; it has long been used by the banks. 

Secondly, with straight credit made 
available made in the normal course of business, end 


to some extent in both these areas, bankers' acceptances 
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perhaps duplicate the facilities ‘that were existing. 

I think it would be an improper answer to 
your question if I did not include wee the development 
since the money market Vanexanaa in 1954, and this 
development has taken place much more recently than 
that of a fairly active straight market in commercial 
trade. 

MR. NEAPOLE: May I interject there? I 
think that it is safe to say that these were introduced 
at a poor time in so far as rates are concerned. The 
rates for bankers! eieieseyitieth cannes 12 per eent, which 
added to the rates which the borrower would hh to 
pay on the market, It would be more than he could 
normally borrow fort and consequently, the average 
person who might have used these bills would have found 
them too expensive and consequently back away from. 
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A few million dollars, probably, amongst 
the banks have been sold, but up to now it has not 
been successful, and when I say “successful" I mean 
it in the sense that it ie have been, Another 
limiting factor is that we have a limit on the bills 
of a minimum of $200,000. We are now going to try 
it with the limit at $100,000 and see what happens, 
but it is a question of trying to reach a maturity 
in developing a market of this kind, We have not 
reached it yet. 

COMMISSIONER LEMAN: In your estimation 
what sort of companies would use these and find them 
appropriate? , 

| MR, NEAPOLE: Manufacturers and dealers 
in commodities, ed 16) ieetn woes possibly be able 
to use them with their name along with the bank's 
acceptance, and sell their paper. through a dealer 
just as other people do, except as Mr. Avison 
pointed out it would apply to the people mentioned 
in Section 18 (f) and (g) of the Bank of Canada Act. 
In other words, there would be commercial transactions 
underlying the paper. 

COMMISSIONER LEMAN: We have had a 
couple of witnesses who have remarked to,us that 
perhaps in the short-term commercial paper market 
great care should be exercised to make sure that 
the borrowers are absolutely creditworthy in all 
cases, and that perhaps they had not been credit- 
worthy, The development of an acceptance type of 


short-term borrowing of that sort would help in that 
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direction, would it not? 

MR, NEAPOLE: Yes, it would, because with 
the bank's acceptance on the paper then, of course, 
you have a bank instrument for the debt. 

COMMISSIONER LEMAN: And the bank 
would make sure that the creditors are Baas 

MR. NEAPOLE: They would have * good 
look at it because they would have to pick up the 
paper when it matured. 

COMMISSIONER BROWN: Do you think that 
perhaps the banks were a little stoi in developing : 
this? In other words, has one of the inhibiting 
factors been the development of a maevidinet bs unaccepted 
business? | 

MR, NEAPOLE: I would not say entirely. 
As a matter of fact, as I mentioned once before, this 
whole question is one of trying to develop & market 
for a certain type of instrument which we feel -- well, 
if you come of age, so to speak, in a beanie’ 
market, you ought to have an instrument of this 
kind avallable for people. However, I will be. 
perfectly frank and say that even the bankers 
squabbled about it among themselves for months and 
months, and could not reach an agreement as to the 
method of operation, and so forth. However, it 
was born finally, and it has not reached any 
maturity yet, as I have said. 

COMMISSIONER LEMAN: Before we leave 
the general question of bank assets, can you give 


us a brief run-down as to any trends that are noticeabl ’ 
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let us say, in the postwar period in the lending 
policies or the natural development of the banks! 
loans, Has there been a shift towards more numerous 
smaller loans, or less nihek Ut larger loans? Has 
there been a definite trend or direction? | 

WR, NEAPOLE: Well, speaking without 
any information right at my elbow here, I would 
certainly aay that there has been a trend to many 
more smaller loans. There have been many more 
smaller loans. There is no doubt about that, and 
they have been caused particularly by the govern- 
ment guaranteed segment. | I do not think I can 
say there has been a trend percentagewise towards 
‘more large loans than before. I think there is 
Still pretty much the same spread right across. 

Quite obviously, the mortgage business 
has entered into it as well, and that has resulted 
in a change in assets. There has been consumer 
lending, of course, But, by and large, I. think 
you could answer the question by 
Saying that there are many, many more small borrowers 
who are being taken care of in one way or another, 

COMMISSIONER LEMAN: Well, do you think 
this trend towards more numerous smaller joans has 
reached a peak, or is it likely to continue, or what? 

MR, NEAPOLE: Whether it jiadeceamanee | 
percentagewise is very difficult to say, I think 
it will certainly increase numerically. In the 
loan business, such as consumer loans, there is 


a tendency to reach a sort of plateau. You can 
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develop beyond that platedu by Pobothh yobs advertising 
or you might drop a little bit below that plateau 
by toning your advertising down, 

We have certainly found in our own 
experience -- and I am sure the Sthabs have found 
this out also -- that with a little pressure placed 
on advertising there were more applications for 
consumer financing. I do believe, nevertheless, 
that there is a certain natural level, so to speak, 
that you reach, and that within certain limits beyond 
that it will sort of wave along a line although, 
numerically, it might still increase, 

COMMISSIONER LEMAN: That concludes 
the questions I have to ask on this topic. 

COMMISSIONER BROWN: Mr. Chairman, I 
would like to switch over to the other side of the 
balance sheet and look at deposits for a while, It 
might be a good thing to start by looking at para- 
graph 189 of your submission in which you say: 

“In deciding how and where to hold 

| his savings, an individual will 

normally be governed by the following 

five considerations: 

1, The safety of his funds; 

2, The readiness with which his savings 

can be converted back into cash; 
3. The rate of interest or other return 


received; 
4, he ease and convenience of making 


the necessary transactions; 
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"5S, Other services offered in con- 

junction with the savings facilities. 
I would like to get your opinion here, Are these 
in order of precedence, or what do you think would 
be the more important factor that influences this? 

MR. PATON: If I might respond. to | 

that question I would say that this is a part of 
the wording of the brief that we would change 


Slightly if we had to rewrite it. 


COMMISSIONER BROWN: You can rewrite 


_S_ 


1t now if you want to change it slightly. 
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MR. PATON: There was no intention 


io 
bd 


at the time the brief was written to indicate an 
order of priority in respect to these five factors. 
We are inclined to feel that all five of them are 
important, but their order of priority in one 
situation would be entirely different from theis 
order of priority in another situation, depending 
upon the depositor. | 
I do not think there is any doubt 
tat taemain geierity, and ce. thet everson bea. 
is that of making sure that the money can be 
a ivandsua. Safety of the funds is important, but 
with the continued strength of the banking system 
that has become axiomatic. 
If one were to conduct a poll and ask 
. our depositors to place these factors in an order 
of priority it might be found that to many depositors 
depending upon age, convenience of location is 


important, To another depositor the variety of 
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services offered would be valuable and important. 
To another the rate of interest would be sn oct ant 
The return would be more important in some instances 
than in others, All those factors mentioned there 
are important, but they are not necessarily in order 
of their degree of importance. 

COMMISSIONER BROWN: How important do 
you visualize the rate of interest to be? Let me 
add into that question this: Can you eve an 
opinion as to the point at which it starts to become 
important? On a hundred dollar account the ineeecése: 
between 2 3/4 per cent and 3 per cent is 25 cents 
a year. At what size does interest become important, 
il Metidnent teeta’ 0:4 emled seb cet ie: 

MR, PATON: I would say in answer to 
that that deposits of all sizes are sensitive to 
Fate adjustments, What is important to one indi- 
vidual might not be important to anothers, 

As you are probably aware from the 
public information and returns, a large percentage 
of the banks! savings accounts are for comparatively 
small amounts. fo quote statistics I think that 
55 per cent of the savings accounts have balances 
of under $100, These funds would normally represent 
the savings of the individuals concerned. Perhaps 
they are a reserve for some emergency. Perhaps they 
are accumulated to provide funds for some expénditure. 
What is important to one individual might he $100 
and yet the account might not have any importance 


to another individual until it has reached a balance of 
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$1,000, It is difficult to relate the importance 
of the interest rate to any specific aniaarn It 
depends in all circumstances upon the owner of the | 
funds. However, there is more sensitivity as the 
amount involved increases, 

COMMISSIONER BROWN: This comes up 
later in regard to the matter of competition between 
the banks and other financial intermediaries, but 
I would just like to get an expression of opinion 
as to how important it is relative to some of these 
leading financial institutions, particularly when 
you bear in mind that, apparently, on the paying 
side consumers are SP ee ee re difference 
in interest rates, They do not seem to care whether 
they are paying 20 per cent or 25 per cent. Having 
regard to that fact it seems strange that on the - 
other side a small margin can make a difference, 

Do you really think that this factor influences the 
paying in of funds as between the banks and the 


near banks? 


MR, PATON: I think it is very important,| 


sir, I think the tables at. pages 187 and 188 of the 
brief indicate that there is an importance, and 
that competing institutions are rapidly gaining 
in percentage ownership of these obligations. 
COMMISSIONER BROWN: Your opinion is 
‘aust the interest rate as such has played an 
important part in this growth. 
MR. PATON: I think the deposits in the 


chartered banks were $14 billion in 1961, and those in 
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competing institutions amounted to $5.357 billion, 
but percentagewise the increase in the deposits | 
in the chartered banks has not been closely related 
to the increase in the deposits at near banks, 
as we refer to them. 

COMMISSIONER BROWN: How important do 
you regard the factor of Gouvebtencé of location of 
branches, and so forth? 

MR. PATON: I think it 1s difficult 


to put a dollar valuation on the importance of that. 


We feel that it is very important. 

COMMISSIONER BROWN: Are branches opened i 
in order to attract savings, or in order to6 put | | 
out loans? 

MR. PATON: That is one of the 
fundamental purposes of opening branches. Some 
are opened with the weighting over on the 6né side 
rather than the other, but fundamentally branches: 
are opened for the purpose of, firstly, attracting 
deposits, and, secondly, making loanss 1% 

COMMISSIONER BROWN:: In other words, 
you think that. this is a pretty important factor? 

MR. PATON: - I do not know what Site 
general managers have to say about it, but I think 
1t is difficult to place a dollar value, or a 
percentage, upon the importance of tt: | eo, 

COMMISSIONER BROWN: What I am getting 
around to is if the ceiling were lifted on what 
you could charge you would, therefore, be in a 


better position to pay more, and if you add this factor) 
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to the branches that you havescevering- the country, 
is anybody going to be ahid\ botegmpesexiaba’ woul 
MR. PATON: Wé have no fear that we 
would overwhelm the others in) this reopdete ove 
feel that there is a place for the other gpestahited 


inetitutions, and will always. continue to be. r 
COMMISSIONER LEMAN: Any concept ert 

you would have with respect to that would not be! 

one of fear, would it? | ‘ 
COMMISSIONER BROWN: Have any of the 


other general managers anything to add to this 


discussion? — 


Ti : 
st t 


MR: NEAPOLE: I would say that.we--~- 


have certainly opened branches with the object 


' 


of obtaining deposits, Once ina while there wil 


CA 


be an important client near a Location who will ask. 


to have a branch opened there, or something of that .|.. 


nature. 
I think the interest factor makes a 
big difference. It 16 @ strange thing to consider 


how people will not quibble about the interest they 


have to pay when they borrow to buy a washing machine, 5 


or some sugh thing. In other words, the interest 
they have to pay for the borrowing in that case might 
ant Rother them et all, but if they pees sign in 
a window offering 4 Bag ier or more then I am sure, 
when they relate that to ‘our 3 per cent, they make 
the first turn in, in many , many Ca8eds 

It would be most difficult to try to 


categorize these five different items here and actually 
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give a breakdown of them in order of importance, becaud 
unquestionably location and a few other things do 
enter into it, However, by and large, I am satis- 
fied that that figure of 4 per cent or more is a 

big factor. There is no question about it in my 
mind, Mr. Brown, It 18 a big factor, 

COMMISSIONER BROWN: At the moment you 
are running three general types of personal deposit 
accounts, 

MR, NEAPOLE: That is right. 

COMMISSIONER BROWN: You have the demand 
account, the personal chequing account and the 


savings account, 


MR, NEAPOLE: Yes. 
COMMISSIONER BROWN: Has the development of 
the personal chequing account been up to expectations? | 
MR. NEAPOLE: Well, in so far as our | 
own bank is concerned, we feel it has not done too 
badly at all. I think that probably we have a higher 
percentage than some of the others and that te pecause,| 
perhaps, we have pushed it more, The personal 
chequing account by itself is not meant to be a 
deposit gathering account, We had hoped ultimately 
that the development of the personal chequing account 
would mean that the yavinel accounts would become more 
pure savings accounts with less chequing and 80 forth, 
as they are almost anywhere else. I think it is 
safe to say that Canada is the greatest cheque- 
writing country in the world, and , of course, cheques 


are written against savings accounts as well. There 
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is a very, very heavy volume which is, of course, 
a costly operation. 

COMMISSIONER BROWN: Have you considered: 
upping the charges on savings accounts to discourage | 
this? 

MR, NEAPOLE: We have always hesitated 
to do that because we do want to encourage the 
people to shea It is a thing that has grown up 
through the years, and we just do not want, to incur 
any displeasure, so to speak, beyond a certain point 
by increasing the charges. you cannot go beyond 
a certain point before you meet resistance. 

MR. PATON: I think we might add to 
that, Mr. Brown, that this would be a poor time at... 
which to increase charges when we find trouble an. 
maintaining our relative position in respect tao. the. 
overall savings of the country. While the personal : 
chequing accounts have been disappointing in total _ 
we have found in our bank that. they have not been: 
entirely unsuccessful, We have found that. it depends 
upon the manner in which the individual manager ac- 
cepted the new innovation. I think that 1s probably 
true of everything. It is probably a question of 


individual salesmanship. 
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COMMISSIONER BROWN: All of the banks have 
gone into short-term nots -- | 30 days to 364 days oe, 


which are a form of savings accounts which do net have 


9% tf) 


chequing privileges, and at least one bank has gone 
into longer term notes. Why haven't the other banks 
followed suit? Do they not like to do it? 

MR. NEAPOLE: On the very long term? 

COMMISSIONER BROWN: Up to five years. 

MR. NEAPOLE: We bid on them over a year, 
but we don't issue a certificate such as the other banks 
do. We will bid on money beyond a year. 

MR, PATON: I think one answer is the 
rigidity of our lending rate. It puts a limit on the 
cost of these funds to us, and as a natural reault we 
are limited in the type of the deposit we can go after. 

COMMISSIONER BROWN: I would have thought that 
if you were able to convince this Commission to raise 
the ceiling on the lending rate you would go after this 
money. 

MR.PATON: Itmight be presumptious for me to 
Suggest that. 

MR. WADSWORTH: We might suggest that there 
are some marked differences in banks, in how they 
approach these things, and in their asset portfolios. 

COMMISSIONER BROWN: Would this not give you 
room for more flexibility on your asset side, if you 
had long term deposits? 

MR. WADSWORTH: Subject to what Mr. Paton 
said as to the rate of interest we could charge, 


particularly as related to the loan segment on the asset 
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side. 


COMMISSIONER BROWN: Is it fair to ask why 
the other banks have not gone into this field, or are 
you all reluctant to express opinions? 

MR. NEAPOLE: We do bid for money beyond 
a year, without having a set instrument asthe Bank 
of Nova Scotia has. 

MR. WADSWORTH: I think some have given it 


more prominence in their planning than others have, Mr. 


Brown. 


— 
oS 


COMMISSIONER BROWN: What do you think would 


—_— 
ab 


happen if chequing was prohibited on savings accounts? 


i 
_& 


MR. PATON: I think if chequing were pro- 
hibited on individual savings accounts it would result 
in reducing the handling cost of the accounts in the 


bank, and undoubtedly, in line with our thinking 


normally, this benefit would accrue back to the depositers 
probably in the form of higher interest rates. The 
impression we have received from P.C.A. i8 that Canadian 
have been uselito the chequing privilege on savings 
accounts, and are disposed to continue doing so. We 
therefore are quite satisfied to continue to permit 
them to dom. 

THE CHAIRMAN: They have also been used 
to over-drefts? 

COMMISSIONER BROWN: What I am leading up 
to is the suggestion that has been put forward an one 
or two places, that you might have a different bbbeevs 
ratio on demand deposits and on notice deposits. Tf 


would like to have a little discussion on that. 
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are a number of things of a technical nature such as 
this one, which in some instances may run close to 
policy. In speaking to this question I would try to | 
make it clear that I am speaking primarily from the 
technical side that I see would be considered by 


management in making the decision. This would not 


necessarily be the only consideration, because thia... |. 


would have to be set against other practical aspects, 

In this partfeular case, as to the possibili 
of lowering reserve requirements against saving deposits, 
I think the banks are agreed that a lower overall 
reserve requirement would be desirable and would enable 
them to compete more effectively for the savings deposit 
of the public. This would be primarily as.a matter of 
equity. | 

It is true that making a lowering reserve 
requirement on saving deposits alone would be one way 
of accomplishing this. We feel this would be less 
satisfactory than a lower reserve on totel deposits, 
because there are certain practical reasons thet make 
it convenient to have a single ratio for all deposits. 

However, there are some other aspects of the 
matter which make it difficult to offer a recommendation 
unless it is related to a specific requirement, because 
part of what is involved here surely is the competitive 
position of the banks in obtaining the savings of the 
public in competition with other savings inetitubions. 


Much would depend on what was done and what was 
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considered possible to do to ensure a more equitable 
arrangement in this respect; that is, to place the 
banks in a more nearly comparable position with other 
deposit institutions or other saving institutions in 
attracting the savings of the public. 

May I repeat what I think has been said here 


several times; when we say competitive conditions, we 


mean fairly competitive conditions. When we are looking 


for certain obstacles to be removed for ourselves, we 
don't mean to put obstacles in the way of others, for 
our own advantage. We are looking for a fair field, 
and no favours. 

COMMISSIONER BROWN: Can you suggest a 
practical way in this in which such a differential of — 
reserve ratio might be operated? One that comes — | 
obviously to mind is that it be measured by the hard 
core which does not turn over and on which interest 
is paid. Is this a practical way of looking at it? 

DR. McLEOD: Mr. Chairman, I would be 


reluctant to express an opinion without looking fairly 


carefully at a proposal, because it seems. to: me. that. oo-.4° 


the question of reserve ratio is only one aspect of 

an equitable consideration. It is perfectly true that 
these institutions differ among themselves and that they 
differ from us. I think therefore one would want to 

be careful about rushing out and saying that such and 
such a formula would solve these inequities and would 
not introduce some others. I think the suggestion 

you make merits consideration and attention, although 


some consideration should be given to the point I 
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have mentioned in terms of finding a formula thet is 
convenient and practical to pse. 


One might conceive the formula thet would 


be perfectly fair in principle and tes extremely 
difficult to apply, because it would require computations 
and devices that were not available promptly or would : 
leave uncertainties. So, I would Abe ant°RS say more 


than that one would want to look fairly carefully st 
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what specific proposals were made. 


6 


‘ 


dip Axpareo2 2 antbar Yo cased at wdeaarved 


[eotsosrq dae taoteevnos qs 
—" , A 
ya ot « ' 


eeu oF 
| Ktocw sess etunsot oft evigono® trig tm ead 
) Glemeetze od bus ofgtontzg at chet ylsoe?seg vy 


1 
6 extupes ivow st squaced .yiggs oF $teor rth 


s tom stew tent eeolveb bas 


Biwsw eo ylrame we efdetisy 
oro 7se ot gnaw tom Hiyow 1 02 
36 gtsutexeo eutst wool ot tnew biyew eno dadd aedt p 


eben etew elseoqo tg ShTEoeye seadw | 


_asttaisti1eom evsel 


Netherent € Young ~ BOk2 . 


MR, HACKETT: . If IT may follow 


along with that a moment, I am speaking now, Mr. 
Brown, from the standpoint of cash management. I 
believe that on general grounds it is desirable 
that a cash management ratio system should be Be 
Simple as possible and not subject to denn ita bine a 
factors. One of these complicating factors that 


can be envisaged is the effect on reserves of notable 


5 i ee | 


shifts between savings deposits and demand deposite, 


_ 
eo 


although the total of deposits does not in. itself 


change. 


-_ 
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I am thinking of the kind of irrelevance 


= 
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that might be introduced into monetary control and 


} on , 


reaction to cash ratios, and the sort of situation 


> 


where at one time savings deposits might suddenly 
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go down, The Canada Savings Bond campaign is. 


— 
~ 


perhaps the best example I can give where there 


is temporarily a shift in the savings and demand 


-_ 
co 


deposits. 

I think from the standpoint of cash 
management there would be objections to a system 
that might be complicated or complicating. 

COMMISSIONER LEMAN: Are there shifts, 
Mr.Hackett, in fact between Savings accounts and 
current accounts, large shifts? 

MR. HACKETT: there may be, depending 
to some extent on the condition of the businese 
cycle at any one time. Under boom conditions, 
with an expansion of commercial credit, demand 


deposits might tend to run heavy on savings deposits. 


~ epo8 - 
arate nner 8 


wofiot eae x Ti ‘PPGHOAR fe 4 Coe hheee eFen 
a 00 giuivsege ma I ,teomon 8 tedt Atiw gaois” 

a: sinemegnnen doeo Yo Iuboghusve etd wot? .awozd 
ékderteod ei ot shavorg Latensg ne tact evetied 


goed blwone meteys oldat sasmegeacsa daao # teddy. 
guttecktgnon of toot sux don dns ofdtencq 66 elanse: 
ade eteyos? gntveol lynoo saais Te ero ,azecost 
efgavon 1 sevweees fo JosTis ony af begasivne ed 89 
<erivogeh basmed bas etteoqed agatvea asewied ef tida, 
aseest wt ton a@ob atiecqod to Ietot ond dgwodtle 
onasds 

eoasvetetst to bats efit Yo anutvatd? as T 
bas Loxvddoo YxeTonom otnt heowdotln: ad tagio tedt 
| pargevtie to txoa odd bas .aciist Nuno ot soly0aet 
vicebhws tugin esdtecgsh egaives emits ong ¢a ersdw 
#2 moleqmes ba0d egnived shared edt .mwob 0g 
suots etedw evtg nso I ofqmexe tusd sav aqadteg 
Raemed bas agutvse sedi oi Filde s yitzarogms? al 
et tsoqeb 

@aae to taltoqbaate edt worl xaict I 
gotvays @ oF enoliostdo ed bivow erent Jno@egsnsm 
<Qaltsotiqnos 10 petsoliqnoe ed trgim tad? 

eePtida ated? evA = (WAND ZAKOLSALIMAOS 
base eganoocoe egaivess meewisd Jost at steueeneal 
| fetiine sgxsl eseveosa Gnectune 

quidacqed .od yam orsnt :TrENDAN .mm 
paentatd edd to molsthaoo ent no snetze smoke oF 
,Smot¥ibaos good tebay = .emtt emo yan se sloyo 


Srsaed .itbeto Ietotemmos to nolanaqzue as dsiw 


ee ee —- ——— -_—  - »- - 


Nethercut & Young ~ 8043 - | 
Terento, Ontario 


pot 


Sometimes the reverse situation might occur and 


then in any one year there could be shifts as 4 


result of payments in and out of the federal treasury, 
tax payments, The Canada Savings Bond shift was 
probably the most prominent of the situations that 
I can call to mind now. 

COMMISSIONER LEMAN: Well, if there 


was a shift towards current depositsinstead of 


cs s&s ss ao eo &-& & & 


Savings deposits in times of boom, and presumably 
the cash ratio would be higher for the current 
deposits than for the savings deposits, that would 
run in the right direction from the point of view 
of the monetary authority, would it not? 

MR, HACKETT: That is ene, it might. 

COMMISSIONER BROWN: You say’ it might. 

MR. HACKETT: Well, I was thinking 
of a secondary follow-up later, This is sertdpe®: 
getting into rather abstruse considerations, but 
if savings deposits were then to build up as a 
result of increased incomes generated, then you 
might have a somewhat perverse effect somewhat later 
in the cycle. 

There are all kinds of considerations 
that come into these shifts. I was merely endeavour 
to set the general principle that a single ratio 
can probably accomplish anything that a split ratio 
can, without the danger of perversities. 

DR, McLEOD: Mr. Chairman, Mr. Hackett 
has already pointed out one important Sxample of 


@ Canadian case where there has been a distinction | in 
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a quite important seasonal shift from savings to 


demand deposits, and that is at the time of the 


Canada Savings Bond campaign. 

I think the experience in the United 
States -- and by the way their ratio requirements 
operate a little differently -- has been in former 
times rather the contrary, especially in times of 
cyclical demands for funds, There was, in fact, 

a tendency to move deposits into what we might call 

a nominal kind of deposit in order to get lower 
reserve are and this proved to impose 

a complication in monetary management. In their 
revision of their legislation some thirty. years 

ago, they took some steps to make a very sharp 
distinction between demand deposits and time deposits, 
and so on. 

COMMISSIONER BROWN: It beet to me 
that the cost of paying interest on cuehent: DEMEe 
which were switched to a savings account would more 
than offset the loss of interest on the additional 
reserve ratio required. : 

DR. McLEOD: Yes, Mr. Chairmen, I think |. « 
this is probably so, although it naturally depends: 
on just what rates of interest are involved and 
what ratios and time deposits are involved. I must 
say I do not recollect from memory what thé reserve 
requirements were in the 1920's which, I believe, 
was one of the periods in which this was important, 
but reserve ratios in the so-called Reserve City 


Banks have ranged by around 18 to 20 per cent at times, 
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whereas the rates on time deposits have been only 
3 or 4 per cent, or at least even as low as that, 
There is quite a substantial margin in there, es- 
pecially if the rate of interest on the prime 
deposits was not particularly high. It depends 
on what figure you put in here and what figure 
you put in there as to the formula that comes out. 

COMMISSIONER BROWN: But you take it, 
though, that it is the considered view of the 
Canadian Bankers' Association that they prefer 
a single ratio? 

MR, MULHOLLAND: That is right. 

THE CHAIRMAN: We shall adjourn now 


until 9,15, tomorrow morning. “a 


--- Adjournment, 
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Ottawa, Ontario, 
Wednesday,’ . 
January 16, 1963... 


--- At 9.15 A.M. the hearing resumed. 


THE CHAIRMAN: I shall call the meeting 
to order. 


MR, MULHOLLAND: Mr. Chairman, with 


your approval, sir, we would like to supplement 


certain comments we made yesterday on the subjects 


fo 
ssiepeeias 


of covesnment exuavantned loans and the Industrial 
Development Bank. 
‘HE CHAIRMAN: Yes. 

MR. WADSWORTH: May I carry on, Mr. 
Chairman? I shall be very brief on this point, but 
relating be the questions that were directed to UB - 
yesterday, in case there was any doubt in the minds 
of anyone, there were three points I should like to 
mention again as far as I am concerned. 

The first question related to 
government ‘guaranteed loans and, as I understood 
the question, would the banks lend significantly less 
if there was not the guarantee? 

It is my view that in an important area 
such as the Farm Improvement Loan field that the 
banks ,given the power to take the required. security, 
would not lend significantly less. I think the 
record would show, and I am quite sure figures could 


be produced to prove this, that the banks have lent 


extensively to the farm group over the years both in 
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eastern Canada and in western Cdmada in new develop- 
ment areas, As far as we are 5 slain would 
mach prefer to lend without the guarantee and feel. 
that this would not affect to any significant extent: 
the volume of any such loans. 

As to Home Improvement Loans, I think 
the question was raised: In the light of trends that. 


have taken place in some of the other government 


bE i ee ) 


guaranteed loans, why has there not been as much of 


=} 


a notable increase in the Homé Improvement’ Loans? 


po 
pet 


They have remained relatively steady 


iS) 


in the last few years, although the figures for 1962 —~ 
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because all we submitted were figures up to 1960 -- 


> 


do show, I believe, an increase of up to $70 million 
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or about $14 million for the year. 


I believe the point was made yesterday, 


m-,) 


and we would like to stress it again, that there is 
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_now, with the volume that we have in our books, a 
steady cash throw-off or cash flow from repayments. 
As an example, we have made approximately 227,000 
Home Improvement Loans, since they were introduced, 
in the total amount of nearly $270 million. I would 
point out that from the volume now on our books we 
still make, we believe, a significant number of new 
loans eagh: year, even if the total does not show a 
marked er although, as I say, it did in 1962 


over 1961. 


My further comment related to the - 
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Indugtrial Development Bank and here again I wih 


to state, as I endeavoured to do yesterday but probably 


- 
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not as clearly aS I might have, that it is our view 


that if we were given again the power to take the 
required: security, the flexibility of interest rates, — |" 
and of course subject to the availability of funds .. 
we could well entertain and look after the type of 
lending that is. now undertaken by the Industrial 
Development Bank. 

This might be in some cases supplemented 
by other private lenders, but we do feel that the 
role the Industrial Development Bank is now filling 
could well be filled by the banks and other financial 
institutions. 

MR. MULHOLLAND: Mr. Chairman, the 
views expressed by Mr. Wadsworth on Farm Improvement 
hoans, I think I am safe in waite are the views 
generally of the Association. iker Wola ntneegiNdenE 
Rome Improvement Loans would also, I think, be made 
by all the general managers of the banks.. However ,"" 
I believe some general managers would Lakes sdbates 
further views on the subject of the Industrial 
Development Bank. - : 

MR. BOYLES: Mr. Chairman, I appreciate 
the remarks that Mr. Wadsworth has made with tegard 
to Farm Lmprovement Loans and Home Improvement Loans. 
As to the Industrial Development Bank, as I said 
yesterday, they are in a postion to assume risks 
that the chartered banks cannot assume, and if the 
I.D.B. operated under its original terms of reference 


they would continue to serve a very useful purpose 


in the economy. 
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MR. NEAPOLE: Mr. Chairman, I certainly 
agree with Mr. Wadsworth on the first remarks about 
the Home Improvement koans and Farm [mMprovement Loans, 
but I disagree with him with respect to the Industrial 
Development Bank. Although I am not trying to, so to 
Speak, turn this into a C.B.A. meeting, the way we 
sometimes talk, nevertheless I think if we look at 
the preamble of the Industrial Development Bank and 
realize its objectives, it will be seen there is 
definitely a place for it in the economy for various 
reasons. It is easy very categorically to say that 
we could take over its functions, but I do not believe 
‘chat nae T believe it serves a very useful 
purpose. 

MR. PATON: If I might add to that, 

Mr. Chairman, I should like to also subscribe to the 


comments of Mr. Neapole and Mr. Boyles. It is our 


feeling that the Industrial Development Bank has 


served a useful function and would continue to serve ont 
notwithstanding the abilities of the banks’ to participate 
more freely with regard to interest rates, and their 
powers to take security. , na yom) 

COMMISSIONER BROWN: May I ask a question,” 
Mr, Chairman? Yesterday in discussing the Farm 


aan 
BY 


Improvement Loans, Mr. Harrold asked,if under the 
conditions that the guarantee were removed, would 
the rates go up and by how much? The loss ex- 
perience being .19 per cent, Mr. Harrold asked 

whether the rates would go up more than the loss 
experience. I think we might get your views on 


record in this context. 


MR. WADSWORTH: I would have to answer, 
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Mr. Brown, as I endeavoured to answer yesterday, that 
I think without the government guarantee, yes, I 
agree that the rate would no doubt be higher, under 
present conditions. 

I mentioned this yesterday, and I think 
it is borne out by the fact that the banks have 
continued to lend quite actively in this field 
at a rate well below the current rate for comparable 
loans in the light of the guarantee. 

I would suggest it is unreasonable 
that we carry on in this way indefinitely, but as 
to what the change in the rate would be, I think 
that the rate would fall in line with rates that 
were applicable at the time to loans to individuals, 
farming groups, for that type of operation. 

I do not consider that the loss 
experience ratio or percentage would be used in 
calculating the new rate, although I think it is Quite 

fair to say -- and it is one of the reasons that 
make. me think there would not be a significant 
drop with the experience the banks have had-=--. that 
the loss ratio has been very small. You have 
probably seen that in the reports published on 
activities of the farm Improvement [oans. 

COMMISSIONER BROWN: May I ask a 
further question, and that is what have you against 
the government guarantee? 

MR. WADSWORTH: I suppose that no 
lender has anything against a good, undoubted 


guarantee for a loan. In this case there would be 
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two figures with probably one being more important 
than the other. I think that where facilities can 
be provided from the financial community, whether 
it be banks or other lending cries? agree et. cetera, 
without the necessity of a dbvebuien guarantee or 
something behind it such as that, ‘then - 
it is probably better and,while this term has been 
used many times, & sort of free enterprise play 
would come into being, if the facilities are there, 
and I believe they are. 
COMMISSIONER LEMAN: Is it, Mr. 

Wadsworth, that under any guaranteed system the 
price tends not to be the market price but some 
arbitrary price, 

omeece: eo MIRG© WADSWORTH: That is very often | 
the case. On the other hand, it should be: related | 
to market prices having in mind that under certain 


forms of guarantee your security position is 


obviously improved, so that in the scale of rates- 
"“Woutd probably go lower down than an unsecured 
loan. 
MR. NEAPOLE: May I interject there? 
THE CHAIRMAN: Yes. 
MR. NEAPOLE: When this Farm Improvement 
Loan scheme was started the banks’ prime gute was 
42 per cent, and the rate was set at 5 per cent. 
It is, of course, still at 5 per cent, and the prime 
rate has gone up to 6 per cent in the meantime. 
COMMISSIONER LEMAN: Mr. Chairman, 


if we might change the subject now and talk about 
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monetary policy a bit, it has been represented to us 
both orally and in writing that shifts in monetary 
policy have come in recent years rather suddenly. We 
must admit that under numerous sets of conditions 
every element in the market will not necessarily 
agree with incipient policy by the monetary authorities. 
One is entitled to his own judgment. There would 
be a degree of unanimity only when special considerations 
entered into the picture which made it obvious that 
things had to go just one way, But there have 
been quite a few times when there has been room for 
argument, 

What I should like to start asking you 
about is whether these shifts in monetary policy 
necessarily have to come as much as a surprise, 
especially to the chartered banks? Presumably 
the banks have economic departments and form their 
own opinion from time to time on the state of the 
. economy. and the likely trends that are about to 
set in from time to time. 

Is there a feeling that in Canada 
there is some lack of statistical information, 
economic analysis, that perhaps the statistics, 
the figures, that the monetary authorities look at ~ 
in Ottawa are not the ones that are quickly enough 4 
available to you as bankers? 


4 
DR, McLEOD: a IE: to that, 


Mr. Chairman? 


THE CHAIRMAN: Yes. 


DR. McLEOD: This is a question that 1s 
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of continuing concern to the banks. It is certainly 
true that we, like all institutions, can always 
use additional statistics. Perhaps what is more 
important is that we have statistics that are 
available more promptly. 
I suppose, however, the ideal will 

never be achieved, that there will always be room 
for improvement. It is in terms of predicting what 
is going to come about in these ways, I Suppose, 
that we as banks could claim that we are not 
particularly worse, at any rate, if not particularly 
better than other people in foreseeing what is going 
to happen, 
~~" We do have certain peculiarities in 
that with the rigidities in the system,it is rather -- 
very difficult to predict the loan demand that will 
come upon us. It is relatively easy -- I stress 
the word "relatively" because it is pretty well 

impossible to get close to perfection -- to get 
some idea of the general course of the economy, 
but under certain circumstances, when the market 
breaks, for example, to get above our rates, there 
tends to be a dumping on us of demands that is rather 
unpredictable, and this is an area in which perhaps 
a relatively small change in the rate would have a 
Substantial effect in diverting a considerable volume 
of demand from one section of the market to another. 
Surely,a specific example would be in the summer of 
1959, shaetarease past summer, when rates in other 


sections of the market got high. This, surely, was a 
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factor in the volume of demand coming on the banks. 
That sort of thing is really extremely difficult 
to predict. 

May I also say, Mr. Chairman, there 
is one consideration here in which even we as ‘ 
economists tend to get trapped in some of the 
limitations on what can be done, We have to work 
with the factors that can be treated in fairly 
concrete terms, and certainly we recognize that 
expectations and anticipations are very important 
in a situation; but this is pretty difficult to 
foresee because it depends so much on human judgment 
and human susceptibilities. I think there is ample 
evidence of the way in which opinions can swing 
very quickly, even in very narrow and concrete 
oireles inbbaoer the security market. The judgment 
of one day may not be the judgment of the next. 

I submit this may have some bearing, 
incidentally, on complaints that one sometimes hears 
on the monetary policy. You say that timing is 
very important, that if you could only see this 
thing coming in time, that surely the monetary 
authorities ought to be able to anticipate this and 
swing. 

Well, I think this inability to deal 
with expectations may be a factor we are overlooking 
there, In other words, the situation may just change 
under your feet before you can do anything. I say 
this not merely in defence of the central bank but 


because this does have a bearing on our positon too. 
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This is one of the reasons why it becomes difficult 
and we must not expect too much in the light of 
being able to anticipate these things. We can 
certainly anticipate them and be prepared for then, 
but there are limits as to how accurately you can 
anticipate movements, You can say, for example, 
that something is likely to happen, but will it be 
a little or a lot? It is a very difficult thing 
to answer, 

COMMISSIONER LEMAN: Dr. McLeod, besides 
having this statistical information, which everybody 
else has in the country, would it bé fair to say 
that the banks have about the best information 
system, through their very elaborate branch network 
from avery corner of the country and that there 
must be a fecacvuen of information both on*business 
eonditions generally and on incipient changes ‘in 


demands for loans. ) . 


Are you suggesting that one of the - 
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problems about the system when there is a policy 
change by the monetary authority is that sometimes 
the first signals induce a perverse reaction in the 
economy ? 
DR, McLEOD: This is what happens. 
COMMISSIONER LEMAN: So the first 
reaction is often one of increased demand for loans 
when you want exactly the opposite? 
DR. McLEOD: Yes, indeed. I did not 


quite answer your point about sources of information. 


Yes, L think this is quite true, that we do have very 


we 
x = 


AY. q = TT a 


- atwanatae esmoosd ot ydw enoesst eft to s 
96 tde tt 6sdd mi dou oof Josqnxe dom ontcrewtt 


al TT 
c', 


| aso eW 0 .duntdt saodd etagtotine of elds sal 
4 gett rot beasqexq od has nord steqtottas yintst209 
ano YOY YLotsxvs06 wod oF es edimif ots erend dud 
_ofgmexe xOT .yse aso SOY . atnemevor stagtotias 


od tf Iftw ted  neqqsd o¢ gisdtil at antddomoa tsd¢ 


utd? tivolitib yrsv 6 et dt tol a to elfdsil s 


‘a ,T8Weas od 
| esbrasd _boeioM .2¢ |: MAME AEMOLe 22 DRKOD a 
| ybedzteve dotiw ,nolteatotnt Isotveltsde etsy antved 
| yse of thet 5d af pfvew ,yutason Sav ak esc eats i 
i aotveatoiat jaod ord tyode svacd eased odd tent 
Miows sa Agasud staxodste yusv “leat aria Tr : 


~ seeds tecdd bea ystavoo edt To waT99 vists moet 


aventesd“ao dtod sottamrotar to ioed-best ® od taum 
at Begnrdo jnoltytontr no baa yiisrenbs eno lt rhna0o 1 


,aasol tol abasmeb 


eat to eno tatit aptese een voy otA 
Pee Oe a ate Sere tt ne oe ea Ca oe a , 

yotfog s af sxent meriw esas add fobs ame idowq 
esmigemoe tacdd at ytrrodtys yratemom sdz yd egnsds 
edd mi goltoset oetovteg eoubat elengta daxtl sdi 
¢ YMOMO D8. 

-ensqqed ¢edw et etdt <:cOMIoM .AG 

gactt edd o2% <:WAMAL ADROTeSTMMOO 
eabol 16% baemsb boesaexont to smo setdto ef motioeet 
— fetiaogqgo siz yltosxe asWw HOY nesiw 


‘Com bib T -beebat .e0Y :GORioM , Ad 


— wobsaaroiar to eootwoa tvods tatog 


Nethercut & Young - 8056 - 


Toronto, Ontario 


useful sources through our branch managers. preres 
in this imperfect world we do not succeed in making 
perfect use of the information but it is certainly 

a help. 


COMMISSIONER LEMAN: Are you suggesting” 


that there would be any way for the monetary authority, 
any device available to it, which would circumvent 
or prevent this initial perverse reaction? 

DR. McLEOD: I cannot think or any 
weespt, I suppose, in a very general sense, but I 
think this is something that the banks as a whole 
feel quite strongly about, that there is need for 
very ash more Toe way of pabise hYCriiation 
aS tOwhat the whole story is all about, what 
monetary policy is expected to do, what it can do 


alone or in conjunction with other policies, its 


limitations as well’as its potentialities, parti-« 
while it would be extreme to say they have ein’ © 


.., dormant. for a, long ‘time ,«have-vertainio mets 


éxtensively used tha lent) peviloke: : rt is only ih 
the 1950's, one might say in the last half of the 
1950's, that monetary policy began to be used 
again very effectively. 

I certainly think we must recognize 
that any machinery, however good, is going to get a 
bit rusty unless used, and certainly it seems to’ 
me that this is a situation in which public education 
is very important. I would say from the point of 


view of the fiscal authorities, the government as welt 
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as the-central bank, it is simply a question of making 
sure that people have a reasonably agreed view of 


what can be expected of various policy techniques. 
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MR. LEMAN: It has been suggested to this 
Commission that it would be good for Canada to have 
some kind of super economic council drawn from all 
areas -~- the business world, the academic world, 
government, etcetera -- and that such a council could 
get together and form economic policy for the country. 
Would you recommend such a thing? 

DR. McLEOD: Well, Mr. Leman, this is gettin 
into an area where I would have to speak with caution. 
Certainly, as an economist, I think this would be a 
fine thing, especially if greater use could be made of 
economists. Beyond that I would say that there would 
be policy considerations there in respect of where 
decision lay, andIthink it would have to be rather 
carefully thought out as to what were advisory capacitie 
and what were decision-making capacities. 

COMMISSIONER BROWN: Mr. Chairman, I wonder 
if we could have a short discussion on cash reserves 
and the methods of calculating them. I would like to 
make this distinction at the moment, that we are not 
in this context, discussing whether 8 per cent is right 
or not, or whether the liquidity reserve is right or 
not, but more the methods of calculating the cash 
requirements. There are several paragraphs on this. 

In paragraph 47 you come out in favour of the present 
system. You say there are some criticisms, but in 
paragraph 55 you refer to the possibility of their 
being some disadvantages. You say: 

"On balance we consider the advantages 


of fixing the cash reserve requirement in 
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advance and averaging reserves over a 

calendar month outweigh the disadvantages." 
What disadvantages are you referring to there? 

MR. HACKETT: Mr. Brown, I think in that 
context what we were doing was giving the net result 
of our views with respect to the present system as 
compared with a number of alternatives. We arrive at 
the conclusion that as compared with various alternative 
such as using a different averaging base and a somewhat 
different averaging period, the existing system 
seemed, from the practicalities of the matter, well 
fitted to day-to-day operations, and led to about as 
smooth responses as it would be reasonable to expect 

COMMISSIONER BROWN: In other words, there 
are no disadvantages, as you see it. You refer here 
specifically to disadvantages. Were you thinking more 
of criticisms than disadvantages? I do not worry about 
words, but --- 7 

MR. HACKETT: JI agree with you. The werd 
should be "criticisms". 

COMMISSIONER BROWN: I was not worrying about 
words, but I wondered if you had some --- 

MR. HACKETT: No, I think a better choice 
of word there would have been "criticisms"... 

COMMISSIONER BROWN: Can we hae your view 
as to whether it would be more sdtohbahade. be whether 
there would be problems if this was done ignoring : 
till money? In other words, thd thowert here is that 
there might be a lower percentage than 8 per cent, no 


matter what it might be, and that it applies only wo 
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deposits with the Bank of Cenada, and that till money 
would be ignored. 

MR. HACKETT: Well, there are swings in till | 
money such as at pay periods during a pinkow mohthave: 
There are seasonal swings in till money and holiday’ 
seasons -- Christmas particularly. I would suggest 
that ignoring till money would sieeoanee an @tekint 
of discontinuity, and a complicating element, into the 
picture. If we can avoid it by the present system then 
why not do so. 


COMMISSIONER BRGWN: This wowudd add compli«~ 


a 


cations? 

MR. HACKETT: I think it would. It would: 
depend to some extent on thelaasenve base, but on 
balance I am inclined to that, view. 

COMMISSIONER BROW? If the reserve base’ 
was still based on the past -- on your deposits -- do 
you see? 

MR. HACKETT: Yes. 

COMMISSIONER BROWN: At the moment your 
8 per cent, which is based on deposits in the pest, 
meres 9 some cash you held fn the past plus. some 
cash you hold now -- that 1s right, is it. not? 

MR, HACKETT; That ts right.. 

COMMISSIONER BROWN: This other method would 
then mean that the requirshents of the base based ont 
your deposits of the past --- er 

MR. HACKETT: I think a ove deal of ¢&reful 
bawk tracking and careful analysis would be “gequired 


before you could come up with any pretli te indication . 
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of the effect, but on balance it might lead to somewhat 
greater discontinuities as between the reserve base 
when the change comes between one month and another. 
That, Mr. Brown, is a rather offhand opinion. I have 
not had an opportunity of checking it out statistically 
because the question of the till money is something 
which we have rather accepted. Ido not think it has 
been very prominent in our thinking. 

COMMISSIONER BROWN: In other words, it is 
operating? 

MR. HACKETT: Yes. 

COMMISSIONER BROWN: I have one other 
question. Does the use of juridical days rather than 
calendar days in your averaging result in any pressures 
towards the weekends? r 
veal MR. HACKETT: I aheutd not think sa, sir, 
It is rather difficult to disentangle that from the 


effect of the weekly bill tender which happens to-come 


Heme alt I 


on a Thursday, and the effects on your gash.of the 


action you take with respect to that bill tender are 
not apparent until the following Monday. You buy bills 
on the tender for settlement Friday, and your clearing 
loss arising out of that transaction takes effect on 
Monday morning. I would not think that the use of 
juridical days rather than calendar days introduces any 
complicating factor, really. 

COMMISSIONER BROWN: I am just thinking 
aloud, but does this, in fact, mean if you increase  — 
your bill holdings that you get the advantage of the 


weekend without having to put up the cash for it? 
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MR. HACKETT: Conversely, if by reason of 
pressure we have to sell bills on Friday to réduée our 
bid on the tender below the amount of the bitls we have 
maturing then the converse effect occurs, and I would 
think it evens out. 


COMMISSIONER BROWN: Would thére be any 


disadvantage in moving to calendar days in your averaging? 
MR. HACKETT: That is something on which I 
would not like to give an offhand answer. It would 
level out the averaging period to some extent. We would | 
have, roughly speaking, eight more averaging days in the 
month. I think it might introduce certain complications 
in the sense that there would be two days in your averag 
_which you are powerless to affect. There is nothing 
ea can do about those days. They are counting for you 
or against you, but you cannot take any action which 
will affect Saturday or die a 
COMMISSIONER BROWN: Do: you know historically 
why juridical days were chosen? - 
MR. HACKET: No, I do not, 
COMMISSIONER BROWN: Does anybody? 
DR, McLEOD: Mr. Chairman, I suggemt'=+. 
it would appear that it was on the grounds that juridica 
days are the only days on which you can do something 
about it and, therefore, it would be reasonable to make 
the averaging on this basis. I believe this is not the 
practice in the United States, where it is done on 
calendar days, and I would suppose that people in 
drafting this legislation might have teen a good, hard 


look at the American practice and concluded that it 
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could be improved upon, because if you were stuck with 
low cash on Friday you were hha with it for three days 
Of course, you did have the benefit of three days, but 
I think this would introduce imponderables into the 
calculation, and I do not see any advantage to be gained 
It would seem to me that the point Mr. Hackett has made 
about getting value for the securities you buy or sell 
is independent of that. 

MR, LORENZO HEBERT: May I suggest that it 
would be very awkward if the last day of the month was 
a Saturday, and you had to make your calculations on a 
Friday. There might be a kind of compounding effect 
there. 

COMMISSIONER BROWN: The American system, 
as I understand it, goes from Wednesday to Wednesday 
“oman averaging calendar aay basis. I wae Wean1y trying 
to find out why a different system was ghosen in 1954 
when it was established. , 

Now, the Bank of Canada's briet has been 
out for some time, and you have all read ik, I assume, 
There are some comments in it about cash ta rid eanenyy 
I wonder if you have any comments on that? They refer 
to the ratchet principle. 

MR. HACKETT: Yes, sir. By that reference 
we assume that what is meant there is the suggestion 
that the existing formula permits or makes possible 
certain discontinuities in reserve requirements by 
reason of the change in the reserve base from one month 
to the next month. There is an abrupt change as you 


move into a new month and go on to a new reserve base. 
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We are inclined to think that the significance 
of that change is not large in any event, but that 
perhaps more fundamentally the important point in this 
context is the point that is made in paragraph 39 of the 
Bank of Canada's brief which is that in any given month © 
the important question is not the absolute level of cash 
reserve requirements but the difficulty or ease with 
which the banks are able to obtain their cash reserve 
requirements, and, of course, this is an element which 
is phe much within the power of the central bank to 
control. 

We do not think that the mere fact that next 
month the required reserve base will be a little bit 
greater or a little bit less than that of the calendar 
month becomes a matter of any major significance. The 
‘banking. system, indeed, the whole money market, which 
os very 6 opi tient in this respect, knows on the 
basis of the weekly statistics the direction in which 
deposits are moving, and, as we have already suggested, 
the central bank can always offset to the extent it 
wishes the effect of the resulting changes in required 
reserves, 

We might add there that whatever system 
or base it might prove practical to use there always 
will be changes in that case if the deposit levels 
change. So, we come back in our thinking to the point 
that it is the scareity or abundance of cash in 
relation to the reserve base which is the thing that 


really matters. 


A change in the method of calculating the 
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base -- and I would like to make it clear that I am not 
referring here to the length of the averaging period; I 
am simply referring to the base -- would not eliminate 
uncertainty because we would always, as now, have the 
problem of assessing the reaction of the central 
authority to the required base, whatever that base might 
be. 

COMMISSIONER BROWN: In discussions with us, 
the Governor of the Bank of Canada suggested it might 
be an improvement to shorten the averaging period to 
a two-week period. I assume you have some comments to 
make on this. 

MR. HACKETT: Yes, sir. Well, it is a matter 
to which we have given a great deal of thought. | The 
short answer is that in our judgment -- I am going. to.’ 
take for the sake of argument a two-week averaging 
period as against the present four-week period -- a two- 


week period would add to rather than reduce thé 


difficulties of. response to central bank action. apes ON te 


“Amana was reached on an assessment of a good many 
technical factors having to do with one's ability to 
respond in the money market. It depends upon some 
structural difficulties and procedural difficulties. 
I do not want to weary you with a mass of detail, but 
these details are practical, and if it is your wish I 
could recite some of them. 

COMMISSIONER BROWN: I think that would be 
very useful. 

MR. HACKETT: Well, in our thinking or. this 


matter we start from one point that is alread apparent 
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and to which reference was made, I think, by Mr. Leman 
some days ago. It is a matter of fact and not opinion 
that over casa tcceiausned as a whole is able to work 
very closely to ee per cent reserve base. It is 
averaged out over a month, and it has gotten now so that 
8.1 is a pretty characteristic average. 8.2 is rather 
the exception. I think that on the basis of last 
week's figures the cumulative average -- and this is a 
rather short period, January 1 to January 9 -- was 8.09, 
but the system now seems to be able to work at around 
8.14 

That, of course, does not rule out the 
possibility of swings in that overall average at 
different times of the month, and it certainly does not 
rule out the possibility that any time in the month one 
bank is going to have a higher cash ratio than another. 

That, we suggest, is one.of the facts of life 
in banking, and it arises, of course, by reason of the 
fact that the payments which our customers wish to make 
do involve rather large movements of cash from one bank 
to another. From a practical point of view I think all 
of us are faced with situations some mornings in which 
we are subject to a cash gain or a cash loss which might 
be of the order of 1 per cent, or sometimes more, in 
terms of our reserve ratio requirements. I think 
possibly these swings may -- and son ehedaesads here 
may wish to say something about this -- be a little 


more exaggerated in respect of the smaller banks. 
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COMMISSIONER BROWN: Could I interrupt and 
get a clarification? That figure of 1 per cent, is 
this 1 per cent of the 8 per cent or as between 7 per 
cent and 9 per cent? 

MR. HACKETT: As between 8 per cent and 9 per 
cent, or 8 per cent and 7 per cent, or it may be 8 per 
cent and 64 per cent. 

COMMISSIONER BROWN: The way you put LY) DL 


thought it was 1 per cent of the requirements. 


10 MR. HACKETT: Oh no, 1 percentage: point 

11 in terms of the reserve ratio itself. $30 million or 

12 $40 million is not -- and sometimes even a larger 

13 amount -- is not out of the way for a clearing gain or 
loss. 


COMMISSIONER BROWN: I thought that was what 
you referred to, and I wanted to make it quite clear. 


MR. HACKETT: Well, in cash management that 


turns up every day, the problem of taking action to 
fo} “foSunteraet: tnése swings 4AM one wayrorenBEneny ge eneam 
with Some personal feeling on this peonasetz happen to 
live in this area. | | 

The action one takes involves some knowledge 
of immediate future developments, some guesses, and afte 
one has done one's best guessing, there is still a wide 
area of the unknown. We don't know what everyone is 
going to do; we don't know what the customers of other 
banks are going to do; that is, the action one wishes 
to take. 

The action that onecan take depends on the 


capacity of the money market in its turn to produce 
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the result that one is trying to achieve. What I have jus 
said, sir, probably implies that in our opinion the mone 
market has some limitations and that it may from time to 
time be in a position in'which its responses are not 
adequate to what a bank ++ one bank or a group of banks 
-- is trying to do. 

Just to run down a few of these limitations, 
let us consider those in relation to a situation in which 
you have a temporary excess of cash which you are trying 
to reduce. I think it was said the other day that noth- 
ing rings the heart of a banker more than having cash 
that you can't employ, and any interest is better than 
no interest. 

Well, the obvious thing to do is to try and 
make day-to-day loans to the money market. What you can 
do there depends on the size and the demand for day-to- 
day loans at any one time, and that in turn depends on 
the size of the inventories of eligible day-to-day loan 
collateral which the money market dealers wish to carry. 

Sometimes that market is large enough, some- 
times it is not. Sometimes it is not responsive to 
rate reductions, and it is logical to expect that if 
you reduce your rate you will get more day-to-day loans; 
someone will be at another bank and bring the money over 
to you, but very often the actual effect of a rate 
reduction will be a reduction through the piece; money 
will not move. 

I think in that context that we have to 
recognize that the size of the day-to-day moiey market 


is determined by the money market dealers' convenience, 
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and quite properly; they are doing what comes naturally 
for them and they are not, quite properly, interested in 
our problems. 

A second dourse of action open to you is to 
buy treasury bills. There at times the floating supply 
may be small and dealers may be reluctant to sell, and 
frequently -- or, I should say not infrequently -- the 
purchase of bills has a curiously perverse effect. The 
bank may be faced with an excess of cash, and it goes 
into the market to buy bills and it does buy bills, and 
is then suddenly faced with the pay-off of day-to-day 
loans, .because having taken these bills out of the 
market the financing of these bills is not necessary, 
and you get paid off and end up about where you were to 
beging with. 

Looking at it from the other point of view, 
which is the kind of thing you have to do when you are 
faced with a temporary shortage of cash; well, there 
again the obvious thing to do is to call day-to-day 
loans from the money market. The theory on that is very 
elegant; you call them and the dealer scurries around and 
finds another lender. If he can't find another bank 
as lender, he goes to the Bank of Canada and in one way 
or another you get a clearing gain on another bank. 

In actual fact, there has been a new variable 
in this situation in the last couple of years, which is 
the existence in the market of what the street,which 
manages to find a name for everything, terms the "country -' 
banks". 


These are non-bank corporations, financial 
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institutions of one kind or another who also make day- 
to-day loans. 
A situation can arise, therefore, when you 


have called a day-to-day loan and you are not sure you 


will get a clearing gain, but you may find you have paid 
Diarantic off out of your own money if the dealer. happens 
to go to one of these intermediary institutions who 
with 
happens to have an account / you, and then this is 
where you come in from the standpoint of the operation. 
_ Selling treasury bills on the market can be 
limited and at times it is limited, indeed. Either way, 
whatever you are trying to do, the precision and the 
response that you get is limited also by lags due to 
delivery procedures. 

The normal bill transaction requires two clea 
days before there heii cash gain or a cash loss Seenitinn 
to the bank. Usually a bill transaction on Tuesday is 
usually ready ida settlement wednesday. which means the 
Asai tontan ania ‘in your einen erie turns ‘up te 3 
Thursday. Sometimes it is possible to accelerate that 
one day, but that must be with the consent of the 
customer; the bank itself cannot do it. 

On day-to-day loans there is one day required} 
to turn up a cash gain or a cash loss, if you get one, 
and in point of fact the only way in which @ bank can 
get same-day cash ee AN of any of its ee orem 
is by obtaining an advance from the Bank of Canada and, 
as you know, that is not a procedure which is resorted 
to frequently, nor does it appear to’be encourage.. 


Now, there are one or two other thing and 
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I hope I am not doing this in too great detail, am I, 
pir? - 
COMMISSIONER BROWN: No, go on. I have a 
couple of questions to ask, though! 
MR. HACKETT: TI am sure you have. 
Another factor in this is that there does 
seem to be in some areas almost a monthly rythym in 
the movement of certain kinds of payments, certain 
bulges over a month recur with almost predictable 
regularity, and certain deficiencies occur, and over a 
month they seem to average out, and in anything less tha 
a month or more than a month they probably would not. 
I refer particularly in that respect to the 
impact of certain monthly payments in and out of the 
federal treasury. 
A thine there is another element in here, 


that the facts of life in this cash management 


operation do aR VOLVS some bad BUSSES Saw «One.can't: help 
soya Siren sine (Si RH ect 

but make some bad guesses, bit happily they are“not all 

in the same direction and over a month the bad guesses 

may tend to even out. Over a shorter period the chances 

would be correspondingly reduced. Whatever averaging 

period we had on these limitations of the market and 

the settkements, lags would still persist. 

The net result fan our opinion, sir, would 
almost certainly be enaerwien these underlying factors 
many other irregularities are still there; you can't 
do anything about these, they are with us, and the 


shorter averaging period would mean that all banks would 


find it necessary to run at somewhat higher cash ratios 
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than they do now. 

Now, I have one point to add, sir, and it is 
this; that if, despite our judgment in this matter, we 
were compelled to operate on a shorter averaging period, 
we think that certain procedural changes would be 
essential to that. 

In our opinion we would need a facility for 
getting at same-day cash; that is, doing something one 
day and having the cash adjustment take place on that 
day, and in that respect a market in Bank of Canada 
funds -- which we don't have now -- might go a long 
way to meet that problem. 

Secondly, we think we would require a revisio 
of the present procedures governing advances from the 
Bank of Canada; we would need, we think, the elimination 
of the penalty that attaches to a secondary discount 


within a month, or as it may be in this case a secondary 


aed «we chide, elongates to take nteuced on a day- 
to-day basis instead of for the full seven days as now 
applies, and at long last, or finally, we would think 
that a review of the size of the banks! credit lines 
with the Bank of Canada would be involved. 

I am sorry that this has taken so long, but 
there are certain elements in this thing that I think 
it may be well to go over in some detail. 

COMMIS DONER BROWN: Thank you very much, 
One thing I can't understand, and that is if the sek 


of Canada is operating its cash on a fairly smooth , 


basis, and one bank is up in the size you mentioned, 


discount within a shorter averaging period. We wold) he. 
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is it not a presumption that some other bank or banks 
are down? 

MR. HACKETT: Yes. 

COMMISSIONER .BROWN: And this would obviate 
some of the difficulties you nen, ipese in the market? 

MR. HACKETT: Well, we don't deal directly 
with that other bank. 

COMMISSIONER BROWN: But it must come out 
in the market? 

MR. HACKETT: It must come out in the market, 
and if there are imperfections or limitations in the 
market, one bank is going to be up more than it likes 
and for longer than it likes, and the other bank. is 
going to be down more than it likes and longer than it 
likes, simply because of the difficulty of adjustment. 
in between , 

COMMISSIONER BROWN: I' did want to bring out 
that point. There will be this offsetting action? 

MR. HACKETT: Quite. 

COMMISSIONER BROWN: The point on the delay 
in getting yaa settlement is that the higher the 
averaging period the higher, percentage-wise, are the 
rates, and two days on a 30-day average is much less 
than two days on a ten-day average? 

MR. HACKETT: That is right, sir. 

COMMISSIONER BROWN: On a small technical 
point, you did say that the only way you could get 
cash the same day was by borrowing from the Bank of 
Canada? 


MR, HACKETT: That is right. 
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COMMISSIONEM BROWN: Gould you not. get cash 
the same day by deaavatien till money? 

MR. LORENZO HEBERT: No --- 

MR. CASE: Yes, you can, but not the quantities. 

COMMISSIONER BROWN: I am bringing out a 
technical point for the record. 

MR. HACKETT: In the quantities you can do 
it;it is not a very practical matter. 

COMMISSIONER BROWN: On the question of 
advances, if a lower averaging period were used it 
would be an assumption I think, that the penalty rate 
would again apply to the second bite of the cherry 
only in the same averaging period, but it would hardly 
be fair to make it apply in two averaging periods, would 
it? iamtehen 

MR. HACKETT: We would hope that that would 
be the assumption, but the matter has not yet arisen. 

COMMISSIONER BROWN: Now, I can't quite see 
the validity of the argument that you must have it on 
a day-to-day basis. In the United States they average 
on a week and the loans have to be for the week. 

MR. HACKETT: Well, sir, my observation 
there would be “tied *. 

COMMISSIONER BROWN: You must be able to 
borrow for the Friday and get the henefits for the 
weekend? ' , 

MR, HACKEPT: On the basis of a two-weeks 
averaging period, to have. to gq im for a week is a 
little rough, sa E think there is a more, perhaps, 


fundamental point than that. That on the basis of a 
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two-weeks averaging period, a bank is put in the positio 
of having to take an advance that it may not need for 
that eek: and if it is in’ possession of that..qash for 
a week, surely ,if anything, the result is that it is addi 
to the imperfections of adjustments. 

_ COMMISSIONER BROWN: Well, I wanted your 
comments on that. I understand that the last time the 
lines of credit were agreed upon with the Bank of Canada 
was some three years ago? 

MR. HACKETT: Pardon? 

COMMISSIONER BROWN: The last time the lines 
of credit were adjusted were some three years ago; is 
this correct? 

MR. HACKETT: I believe, sir, that it goes” 
back a little further into antiquity than that; my 
understanding is it was some time in 1953. 

COMMISSIONER BROWN: And have the banks 
negotiated no discussions since then to get a change 
in this? 

MR, MULHOLLAND: The answer would be no. 

MR. HACKETT: I think no in the sense of 
a formal presentation, but it may have come up from 
time to time in individual casual conversations. 

COMMISSIONER BROWN: Is it fair to ask why 
not? They are not large enough? 

MR. MULHOLLAND: They appeared to have been 
large enough for the circumstances of the last few 
years. We have heard of no case where a chartered 


bank has been declined an increase in its line of 


credit. 
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COMMISSIONER BROWN: As far as the Bank of 
Canada operations of the cash in the system are con- 
cerned, have you any comments on where this has been 
running? 

MR. HACKETT: From a technical point of view, 
sir, no. 

COMMISSIONER BROWN: Now, how do you think 
that they should operate when they want to make changes; 
should they make gradual pnrwasds In other words, how 
do you think cash should be operated by the central 
bank; should they give you clear signals or should they 
make gradual changes? 

MR. HACKETT: . AS a general procedure one, 

I think, can say that a sudden sharp change has its 
uncertain elements from the standpoint of our reaction 
to it. If the change is large and if it is reasonably 
sudden it raises a new trend of thought as to the 
assessment of the purpese which the central bank 


authorities are seeking to achieve. 
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In our turn, we have to make a judgment as to whether 
this is a major move or something that is done one 
week and is likely to be reversed the second week. 
The change is rather gradual from. week to week, 
moving in the same direction, and it tends to give 
you a feeling of greater certainty in your response... 
On the other hand, there are always special situations 
that arise, and that we are aware of, and we learn 
to allow for; but a sharp, sudden change in the 
cash base does raise a whole train ‘of questions 
in your mind -- What caused it? Is it going to last? 
Why is it being done? I suppose I should add that | 
a certain element of uncertainty is part of the 
technique of monetary policy, and that, too, is 
something we have to live with, 

COMMISSIONER BROWN: If the central 
banking authorities are desirous of giving a clear 
Signal of some kind, how do you thine this should 
come about? Through a move in the bank vate? 

| MR. HACKETT: A move in the baa 
rate is one --- 

COMMISSIONER BROWN: Through discu¥sions 
with the banks, through a directive to the banks? 

MR. HACKETT: I think that the kind | 
of signal we have in mind here -- and I am sure 
we are thinking along the same lines -- is the 
kind of signal that either confirms a certain 
course which you are following as a banker or 
which indicates that maybe you had better change your 


course, I think, sir, it is a mix of a number of 
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things. A change in the bank rate is one factor; 
oral communication between the banks and the central 
bank is another, May I add also that from the 
standpoint of cash management a pronounced change 

in central bank policy turns up pretty quickly in 
the situations with which you are confronted, 

Let. us say, for example, that one 
bank, for one week, finds that almost whatever it 
is trying to do in the money market it can never 
get its cash as high as it wishes to do, On 
Thursday morning, when the Bank of Canada balance 
Sheet turns up, you then have the basis for an 
assessment eeuhe whether it is something peculiar 
to the individual bank or something general in the 
system; and if it is something general in the system, 
and this tightness maintains for two or three weeks, 
you have a pretty good idea that for the time being 
' the direction of central bank policy has changed. 

COMMISSIONER LEMAN: The banks do not 
exchange signals between them? 

MR, HACKETT: I do not quite know in 
what context you are speaking. Bankers do go out 
to lunch with each other from time to time! 

COMMISSIONER LEMAN: All I am saying” 
is that you have described a set of conditions here 
that, you say, puzzle a bank. 

MR. HACKETT: Yes. 

COMMISSIONER LEMAN: When somebody 
is puzzled, presumably he can discuss it with others 


to see whether they are just as puzzled or not. 
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MR, HACKETT: This is all a very tight 
little financial community. There are also the 
money market dealers, They know what the banks 
are trying to do, and word soon gets around. Money 
market dealers feel responses, too, of banks, in their 
reactions to the market. Shall I say, the word 
quickly gets around, 

COMMISSIONER BROWN: Well, are you 
satisfied with the present sort of signals that 
do come into the market? Do you think this is all 
right, that the market is kept on edge to a certain- 
degree, and yet there are facilities for giving 
a pretty clear signal if it is required? 

MR. HACKETT: Perhaps I should answer 


that this way, that one always wishes one had a 


clearer ‘signal, On the other hand, I do not think 


that autowation has got so far yet that we can 
expect push-button banking or push-button central | 
banking. There has got to be an area of uncertainty. 
COMMISSIONER LEMAN: I .would like to 
ask Mr. Hackett: You have described for us the 
short lags due to settlement practices in the market, 
delivery and settlement practices, Do you see a 
way that would be practical, that could speed all 
this up, and that would be of real value? Is it 
handled more quickly, say, in the New york market 
than it is up here in Canada? 
MR, HACKETT: I am not familiar with 
all the techniques. If I might just switch the 


area of the question: In London, by reason of the 
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high concentration of financial transactions in one 
omy and, indeed, in one very small area, they do 
have_what is known as the"town-clearing "system, 
where financial transactions can be cleared and 
settled on the same day. A bank in London can, 
I believe, call a loan in the morning and have the 
cash on its books that afternoon -- I think, by 
half past three. However, I think that arises out 
of the fact that you do have a very close concentration 
and you are not spread out the way we are here, | 

COMMISSIONER LEMAN: This technique. 
of having a market in same-day cash, Bank of Canada 
cash, what would stop the banks from creating this 
market themselves? 

MR. HACKETT: Well, I think there are 
two factors that arise there, One is that the 
Bank of Canada has, I think, fairly definite views 
on this matter, I think the Governor of the Bank 
of Canada went into that in some little detail on 
one of the days of his appearance here, A more 
directly related point is that cash is your balance 
on the books of the Bank of Canada to a large degree, 
and the co-operation of the Bank of Canada would 
be required on the market for same-day cash. 

COMMISSIONER LEMAN: Would you explain 
this last statement? What co-operation would you 
need? | 

: MR. HACKETT: I think the Bank of 
Canada would have to saiieae -- and we have not 


thought through the technicalities of this thing in 
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very great detail -- to a procedure whereby transactions 
in Bank of Canada funds would, in effect, be admitted 
by them to be in Bank of Canada funds, and would there- 
fore result in a debit or credit on their books on 
the day on which the transaction occurred, . 
COMMISSIONER LEMAN: Could it be done 
right here, in Ottawa, in the morning, with a 
representative of each bank involved? 
MR. HACKETT: Well, I sepodel think of 
it, perhaps, in a little different sense, sir. There 
is a principle of anonymity here, Again, I should 
say that we have not thought this through from the 
standpoint of their techniques: -- step one, step two, 
step three -- but in my own thinking on the matter -- 
and other people may have different ideas -- I would 
envisage aimarket in Bank of Canada funds as taking 
place through a chosen intermediary who plays a role 
somewhat similar to one of an exchange broker; and, 
indeed, an exchange broker might conceivably be able 
to take the job on. That would preserve a certain 
element of anonymity, so that one bank would not 
be dealing with another bank, but with a broker 
who would be an intermediary for the whole system, 
COMMISSIONER LEMAN: I understood you 
to suggest earlier that if the averaging period 
was considerably shortened, in order to make a 
quickness of response and sharper management of 
cash in each bank, these things would be needed. 
I thought you said that. 
MR. HACKETT: Yes, I have said that, 


COMMISSLONER LEMAN: Therefore, you feel 
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it could be developed that way? 
MR, HACKETT: Yes, I am sure it could 
be developed. But in any procedure you set up 
there are bound to be certain bugs, and you try to 
foresee any difficulties, and we have not really got 


to that point in our thinking yet. 


COMMISSIONER MacKEEN: May I interject 
a request for some clarification? What you are after, 
essentially, is the transfer of Bank of Canada funds 
on the same day, and there is no reason why a bank, 
through one or any number of intermediaries, should 
not acquire a credit from another bank which, 
through the clearings, will exchange bank cash. 
There is nothing to prevent yousedotanging cash, 
but it is the one-day payment, the-same-day payment, 
that is a Soudtesartene 

MR, HACKETT: This would be changing 
cash from one bank to seeder without going through 


a 


the money market, ih 
COMMISSIONER M&acKEEN: Or the ‘¢learing. 
MR, HACKETT: Yes, the clearing, as 
at present constituted. 
COMMISSIONER MacKEEN: Yes. 
MR, HACKETT: That is right, sir. 
COMMISSIONER LEMAN: You do not feel 
this would detract from the effectiveness of the 
money market and its development? 
MR, HACKETT: It might, sir,and that 


is one of the reasons why we would prefer the present 


monthly averaging period. It might indeed detract fro 
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the effectiveness. The money market would have less 
to do. 

COMMISSIONER BROWN: Have you any 
Suggestions as to methods whereby the change in 
your cash at the Bank of Canada can be speeded up 
dread e Peet procedure, instead of having this 
big delay? 

MR. HACKETT: No. sae 

COMMISSIONER BROWN: What are the problem 
involved? With your customers, you give them 
credit that day. Why cannot the Bank of Canada 
give you credit that day? In other words, in 
the case of a treasury bill the transaction is 
done today, is arranged today, and it takes place 
tomorrow, and you do not get the ins and outs, as 
far as your cash at the Bank of Canada is concerned, 
until the day after tomorrow, Is there any way 
in which that can be speeded up so that you can 
settle the whole thing tomorrow? 

MR, HACKETT: I Wouil like to amend 
my reply by saying: No, from the standpoint of 
anything the banks can do. The question you asked 
has a certain historical context. 

COMMISSIONER BROWN: We are here to try 
to change the course of history, if necessary! 

- MR.,HACKETT: Right. I do not know 

that I am going to try to make it, sir. 

There was a time -- and I am a little 
hazy about dates, because time passes so quickly; 


but back in the forties, when you could sell treasury 
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bills to the Bank of Canada, assuming that they wished 
to buy them. Presuming it was done before one 
o'clock, you could have same-day cash. You could 
have that cash on your books the same day. Then 

we got into a rather curiously split system, whereby 
if a bank bought bills on the tender on Thursday 
morning it settled in Bank of Canada funds, 
which meant that the cash loan resulting from a 

bill purchase was on your books Friday morning in- 
stead of Monday, as is now the case, Or if you 
ran your bills down and bought less than you had 
maturing, the cash gain would be on your books 
Friday instead of Monday, as is now the case, 

On the other hand, that procedure did 
not seem suited to the requirements of the money 
‘market dealers who, in turn, had a problem of getting 
payment from their customers, so transactions with 
dealers were in clearing house funds, In the 
opinion of the Bank of Canada, that led to certain 
inconsistencies, with the result that -- How many 
years ago was it, Mr. Case? 

MR. CASE: I do not recall how many, 
but some time in the fifties, 

MR, HACKETT: Some time in the fifties 
all bill transactions were put on a clearing house 
funds basis. These are, aS you suggest, techniques 
that could be worked out by the Bank of a ieeae from 
the standpoint of speeding up reactions. But I am 
bound to say, I do not know whether a Bank of Canada 


funds basis of settlement would suit the books of the 
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1| money market dealers, I am inclined to think that 


2 probably it would not, because they, in turn, have 

3 problems in getting payment; from their customers, 

4 who would be settling in clearing house funds. 

5 COMMISSIONER BROWN: Earlier we were 

6 discussing the question of forecasting, and Dr. 

7 McLeod mentioned the problems of forecasting what 

8 your demand for loans is going to be, and what 

9 influence rates are going to have on your requirements. 
10 How far do you find, in a practical way, you are able 
11 to work out some sort of forecast of what your loan 
12 demands are going to be? 

13 DR. McLEOD: Mr. Chairman and Mr. 

14 President, if I may answer that question, I think 


15 that all the rican have sos some effort. in. this 


pienso’ 


Gel sesscte athe as hie cess ‘soni ‘degree of success in 

17 terms of anticipating normal development. Please 

18 do not. ask me what "normal" means, because I do 

19 not know; but I mean, in terms where it can be 

20 related to expected movements in the general economy, 
21 various other indicators, and so on. The unpredictabl 
22 part is in terms of where you get to some critical 

23 | breaking point, which is not particularly in real 

24 | terms -- that is, not necessarily related to changes 
. in physical quantities, but rather to reactions to 

26 | a market situation. 

27) MR. WADSWORTH: I wonder if I might 

28 | add that from the practical day-to-day point of view 
| in handling these matters, it is obviows banks are 


30 | most interested in forecasting loan demand, but there 


manos 
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are certain problems, I think, in connection with 
national banks, In addition to economic factors, 
we have to take into consideration seasonal require- 
ments that vary quite markedly from one area to 
another. In saying "Seasonal requirements", I am 
talking of the seasonal requirements of the, in 
many cases, large groups of small borrowers as well 
as larger borrowers, You could cite many examples -- 
of the tobacco industry, or something of that sort -- 
where you can get a general idea of ne trend, but 
you cannot get a definite idea of the trend where 
you are dealing with one or two major industries in 
one area. I think this is reflected in the statis- 
tics that are published often by the Bank of Canada -- 
you are probably aware of them -- of the unused lines 
| of aeeaits ee generally appears to be a large 
amount of unused lines, The percentage does not 
vary a great deal, but the banks feel, and experience, 
I think, has proved, that there is no great risk 
in this area due to seasonal factors, which I have 
mentioned, where one area is reaching a peak of its 
requirements at the time when other areas are paying 
down. I think this is one of the advantages in 
the flexibility of a national banking system that 
can move funds from one area to the other. 

However, in taking consideration of 
these economic factors and the seasonal requirements 
in certain areas, you have to take into consideration 
what is happening in certain areas from an economic 


point of view, where the normal seasonal requirement 
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might be lengthened out a little bit. For instance, 
the marketing of certain products may not be as 
rapid as it is in a normal year, These matters 
must be taken into consideration too. I am sure 
that these are given full consideration by all of 
the banks, but what I am leading up to is that the 
response to monetary action cannot be, in many cases, 
as abrupt, from a theoretical point of view, as 
it may be desirable that it should be, because 
businessmen, individuals, have made plans. There 
are these other factors I have mentioned, and it 
does take a certain amount of time, I think, to 
bring these changes, desirable as they may be, into 
effect, without causing any great, undue hardship 
to one particular area which has already made its 
plans, 

I think this was referred to briefly 
in the evidence of Lord Cobbold, who mentioned a 
considerable period -- I think that he mentioned a 
period of up to six months -- might be required, 
in view of the commitments that were already out- 
standing. But this is something we watch very care- 
fully. We think that given reasonable signals from 
the central bank as to its intentions,and given the 
tools to carry out the job, such as the removal 
of interest-rate ceilings, we can respond; but there 
does have to be a certain time lag. 

THE CHAIRMAN: We will adjourn for fiftee 
minutes, 
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1] _ THE CHAIRMAN: .... We shall now resume. 

2| COMMISSIONER BROWN: Mr. Chairman, 

3 I just have one question I should like to go back to 

4 for a minute, and that is on the problem which has 

5 been referred to as the ratchet problem. This 

6 seems to arise more particularly on a new issue 

7 which all the banks together find particularly 

8) attractive, and the central bank does not really know 

A | what has happened until delivery takes place, and 

10 then, of course, the cash requirement effect is not 

11 apparent or at least it does not become effective 

12 until the beginning of the next month, or the next 

13 month. 

14 It has been potaked cous that the Bank 

15 of Capade can start squeezing as soon as ae 86 - 
16 sina ‘Has happened, ‘which has ‘been Tyg eUeys in the 

nl deposits, But to what extent are their hands tied 

18 from the point of view that the only way they can 

squeeze et gue of the market is, in effect, by 


rout des 3, ancien 


“ggh*push ing ¢ aan aie very bonds that have just come 
onto’, the market? 
MR, HACKETT: I must confess, Mr. 
Brown, that I find it a little difficult to relate 
the problem that might arise if the banks in the 
' aggregate bought more bonds of an issue than the 
Bank of Canada thought they should, which is one 
point you have raised here. 
I find it in my own thinking a little 
difficult to relate that to the working of any 


change in reserve requirements of the banks from one 
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month to another, It is probably my own disability, 
but I was confused myself in the relationship which 
was apparently placed between those two points. I 
cannot see that the ratchet effect need necessarily 
have anything to do with this problem. I am not 
trying to explain away the problem. It is the 
context between the two that I personally find 
confusing. 

To turn now to the other aspect of 
the question: If the central bank is trying to 
reduce the available cash to the banks in relation 
to the monthly requirement, whatever that require- 
ment may be, your question then, I take it, is how 


can you do that without depressing the price of 


the bond you have already sold? at the banks ath 
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16] ee group ZO" roietively en ey “Ante: one particular | 
bond issue or into any other form of asset --- 

COMMISSIONER BROWN: Pardon me, but 
it becomes apparent that cpidy seem to move more 
‘in’ unison -in connection with new “tssues. the 

MR, HACKETT: Well, if that situation 
occurs, the day after the delivery date, whatever 
date that is, the banks that have done so will 
probably find that their cash ratio has been reduced, 
and to that extent there is an automatic contraction 
that has taken place by the very reason that they 
have expanddd their assets to the extent of making 
this purchase. 

MR. WADSWORTH: May I add a comment? 


I am really asking: Is the question based on the fact 
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the supposition, that the banks are buying heavily 
of new issues without having clearly provided in 
their own minds the resources to take up those new 
issues? I do not think that would be a fair state- 
ment, if that is the case, 

COMMISSIONER BROWN: If this is a cash 
issue ,is it not correct that the government deposits 
are left in the banking system? 

MR. HACKETT: That is true. 

COMMISSIONER BROWN: In other words, if 
the banks have bought the bonds,then they have created 
the government deposits and therefore their deposits 
have gone up? 

MR.HACKETT: The deposit liabilities 
.«« Of the system have gone up, but the cash iaethe system 
will not have changed, so there will be a reduction 
in the reserve ratio. If the cash is constant then 
the asset side of the banks' balance sheets have 
risen by reason of the acquisition of the bonds, 
and the liability side has risen by reason of the 
corresponding deposits which are in the government 
account. 

COMMISSIONER BROWN: And the cash has 
not changed? 

| MR. HACKETT: No, the cash has not 
changed. 

COMMISSIONER BROWN: But the cash re- 
quirement for the next month has changed or will 


change? 


MR, HACKETT: That is true. 
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COMMISSIONER BROWN: And this is the | 
whole problem we are talking about? | 
MR. HACKETT: Well, ce that event, 


é 


and assuming that no other off-setting factors tong 
have occurred, then the Bank of Canada conceptually 4 
has a problem in the succeeding month in bringing : 
available cash back more closely into line with ig 
cash requirements. 

COMMISSIONER BROWN: But the problem ¥ 
of the Bank of Canada, as they outline it, is that?! 
the only way this cash can be supplied to the system 
as a whole is by them supplying it,because you cannot 
get it one from the other. 

MR. HACKETT: That is true. 

COMMISSIONER BROWN: And your answer 
is that they can solve this in part by forcing you 
to put your deposits down before the next month? 

MR, HACKETT: That is right. | 

COMMISSIONER BROWN: Gé€tting back to 
the same question, may I ask you how they can do 
this without driving the bond market down? 

MR. HACKETT: Well, any denenaay 
action, if it is large enough and severe enough, 
is bound to have some effect on short-term interest 
rates, I am bound to say that I think the problem 
does really beg the question as to whether banks | 
in fact do make a practice of,in effect, buying heavy 
in bonds when they do not know how they are going to 
pay for them. I do not consider that that situation 
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Of our cash requirements and our probable cash re- 
quirements when we make commitments for a new issue, 
As a matter of fact, I would perhaps add to that 
that the making of a large commitment in bonds 
at the time of a new issue is in a sense giving a 
hostage to fortune, for you do commit yourself. You 
have to be pretty sure of your. | 
cash demand before you take that commitment. 

COMMISSIONER BROWN: The reason for 
bringing the point up is that this is the sort of 
problem that the Bank of Canada did discuss, and it 
was in this context that if all the banks moved 
in unison and in this way week their deposits going 
up, and because it was involving a bond issue which 
had just been issued, the Bank of Canada was to a 
degree inhibited in their desire to start squeezing 
right away. But your contention is that this is 
a theoretical problem and does not exist. 

MR. HACKETT: I think it is by and 
large a conceptual problem rather than an actual 
problem, The same problem arises, of d@urse, in 
any situation and I think it is more apt to artse 
in the case of strong loan demands when there is. a 
surge upward, and then the Bank of Canada is faced 
with the same problem, that whatever action they 
take is bound to have some effect on short-term money 
rates and therefore on bond prices. I think this 
is a general problem rather than one that can be 


isolated right in this area. 
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COMMISSIONER BROWN: I do not think the 
Bank of Canada possibly has quite the same inhibition 
about starting to squeeze out cash if it has not 
been in connection with its own operations of selling 
bond issues. 

MR. CASE: May I suggest that it is 
not always the banks who do this. Sometimes your 
investment dealer customers can cause you to be 
in the same position. Then they come to you for 
loans, and the effect is the same. 

COMMISSIONER BROWN: Have you any 
comments, Mr. Avison? | 

MR. Gezeons I was just thinking, 

Mr. Brown, that the case we are discussing could 

be a special case because, going on Mr. Hackett's 
assumption, that the banks clearly mane some idea 
how they are going to pay off commitments that they 
have incurred, to the extent we change our other 
assets then the deposits of other people are being 
reduced and this is off-set by the increase in the 
Receiver General's account so that the total deposit 
Structure in the system can on the whole remain 
unchanged. ; 

COMMISSIONER BROWN: Of course, if a 
bond issue is bought by the market as such, then 
there are off-setting actions in your deposits. 

MR. AVISON: I was going one step 
further and assuming that, let us say, the new 
issue was not necessarily attractive to all on f 
ments of the public but it was to the banks, we might 
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Toronte, Ontario 
adjust our portfolios to satisfy the requirements of 
the market and use . these proceeds to pay for the 
new issue and the system does not change. 
COMMISSIONER BROWN: There is no 


problem there? | Ty 5% 


2 
on 


MR, AVISON: I think we may be dis-— 
cussing a special case rather than a typical case. 

MR, HACKETT: Perhaps there is one 
other point I might add, Mr. Brown, and it is from 
the standpoint of actual techniques involved, The 
Bank of Canada does have one avenue open to it where- 
by it can influence the cash base of the banking 
system without taking any market action, and that 
is the technique whereby balances may be shifted 
from the chartered banks to the Bank of Canada. In 
this case.,there is no transaction in securities of 


any kind necessary, and therefore no action which 


in itself would drive down the price of any obligation. 

COMMISSIONER BROWN: But it has the 
same effect, has it not, in that it starts to squeeze 
the banks? of oh 

| MR. HACKETT: Except the impact is not | 

on the market. The Bank of Canada is not in the 
market selling anything. The banks have to re-adjust 
their position. If they have made a bad judgment, 
so much the worse for the banks. 

COMMISSIONER BROWN: Well, I think we 


can carry on now, 


COMMISSIONER MACKINTOSH: May I interject 


one point here to clear my own mind. I hope I am not 
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extending your thought unfairly. What I get out of 
this is that in so far as new bond issues are con- 
cerned you have led up really to the judgment that 
‘any conflicting considerations arise out of 

conflicts between the considerations of debt manage- 
ment and those of general monetary policy, you want 
to sell a big bond issue but you do not want to ex- 
pand credit. In the more general case where you 
Simply have a surge forward on the part of all the 
banks in loans or securities or what-not, the answer 
of the chartered banks is that the Bank of Canada 
has sufficiently current information about changes 
in deposits, but it can take action before you come 
to the day when the new reserve requirement applies. 
Is that a fair statement? 

MR. HACKETT: That is, sir, in my 
opinion; it is indeed a fair statement. 

COMMISSIONER MACKINTOSH: Thank you. 

COMMISSIONER LEMAN: ur. Chairman, 
if we might return now to the subject that Mr. 
Wadsworth had opened up just before recess, we 
have just gone through quite an analysis of what 
happens right in the banks in response to monetary 
policy changes, but as we all know that is not the 
end result of the exercise, and that a monetary 
policy can only have a useful effect if it affects 
things in what we call the real world, the spending 
plans. 


Someone pointed out a few minutes ago 


that it is difficult to bring about quickly a major 
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change in lending policies by the banks. I wonder 
if that is really the only problem or the main 
problem, or is it also difficult to bring about 
changes that would be smooth, that would be small, 
perhaps, if what the monetary authority at the time 
wants is a small change? Is it difficult to obtain 
a degree of change that Sne wants? 

MR. BOYLES: Mr. erie aie: perhaps I 
could endeavour to answer that question. There is 
a natural lag in bringing about appropriate response 
to such action inasmuch as, first of all, there is 
the matter of interpretation, the signals, and there 
is the matter of examination of lending policies. 
Indeed, the lending polfé¢ies are of course matters 
for the consideration of the individual banks, but - 
; “such policies aré under review steadily in the 
light of ous own forecasts, the demand for funds, 
the bias sales for funds, and so on, and once 
having made’ any alteration in existing policies . 
these are quickly conveyed to the regional supervisors 
and to all branches of the banks. I might emphasize 
here that such changes are made on a uniform basis. 
We. do not have a different policy for one area of 
the country as opposed to another. Naturally there 
is perhaps another delay. I think it is human in 
the minds of the managers, or it is human in those 
terms, that the managers: are somewhat hesitant first 
in the thinking of the selfish motive that they do 
not like to see any reduction in the loans, and secondly 
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Toronto, Ontario 
customers and therefore some time lag exists in 
respect to the conveying of the policies to such 
customers. 

COMMISSIONER LEMAN: The submission 
would suggest that it practically needs a brain- 
washing to bring it about. 

MR, BOYLES: There is another lag, too, 
perhaps, that inasmuch as you might decide to alter 
your lending policies, the banks have to take 
into consideration that to give effect to a change 
might indeed upset the balance of borrowing 
customers. They have their plans ahead, thinking 
in terms of seasonal buyings, and so on. In the 
main, while there is some lag, I suggest, sir, 
the lag is not really serious. 

MR. NEAPOLE: May I just add something 
Go that, Mr. Chairman? I think an awful lot 
depchis on the timing of the instruction, so to 
speak, If we are in a normal liquidation period, 
which does exist around December or January, then 
of course it is relatively easy in a sense to regulate 
the increase that might occur. If their liquidation ppraox 
was such,you could make, let us say, a small adjustment, 
or at least you would have more opportunity to do so, 
If, on the other hand, you tried to bring about 
something like this in June or July, when there 
is a big rise in demand for the fishing industry, 
the agricultural industry, and various other 
industries, then it would be more difficult, without 


question, to bring about a small or a precise control, 
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COMMISSIONER LEMAN: Well, as I understand 
the listing of the problems you have in your submission 
it would go in about this way; first of all, there is 
the natural orientation of branch managers towards 
wanting to make good loans all the time. There is the 
difficulty for head office to put out its own signals 
to the branches; as to how they should be worded, and 
as to how much the circular should describe the kind of 
pressure to which there should be a response. Then, 
you imply also that there is a problem related to lines 
of credit. You have described the system a8 one that 
has great flexibility, but this seems to imply there 
is a sort of rigidity connected with the existence of 
lines of credit. Can you describe for us to what extent 
lines of credit exist in our Canadian banking system, 
and how they work? What is their nature? 

MR, BOYLES: They are really two types, and 
they are probably comparable. There is the type of line 
of credit which is the subject of a loan agreement. In 
other words, the client: and the bank enter into an 


is mate 
agreement © and aq line of credit/available, subject to 


certain terms and conditions. . Such a line 
ef credit, because it is. a contractual agreement, 
is binding on the bank. 


Then there is the other type of line of 
credit which is not, the subject of agreement. It is 
the type of line oftibrenitt which 1s more common and 
which provides for, let us say, the seasonal require- 
ments of the borrower. The banks regard this, perhaps, 


more in the way of a moral commitment subject, of course 


ai Oa} 
=e ; 2; ; 
in, 4 


testadue etal wt overt LOX iets edd to oi 


et desis ifs to tert? ivew atdd tuede at og Dis ow ot 


abaswot ersgscem doaerd io molgssmotio fewtea edt 


eit st exedT omit sit ife acsol boog evem of gattaew 7 
afsagte awo att tuo dug od soltto bsed 10% ytivolt ith 
bas ,bebrow od bivode yedt word od a6 ,asdousid edt od 

| 0 bata edt edtsoesb biuode salvotto edd dowm wod oF .e6 

| ,aedT .geanogsst s ed Slyode sueat dotdw ot eiyeaerg 


| wentt of betsler meidoxg = at ovedd dedi cate yim wor 


fps 2. as By Pea ae 


terit ano 8 movaye ait bedirogeb eved uoY .tlbes1o, to 
exedt yfamt ot ancea eldt dud Webindtxel? seerg, asd 
5 sonetetze sat détw bedosanoo ytibigta to daoa 8 Bt 
itnetxe tefw ot au sot sditoaeb soy asO ,.éipeto to seatl 


wmectaya gitdasd astbenso sso at datxe tibero to aeail 


fernudean utedt eal dsnw ae yedt won bras 


bas ,aegyt ows yiise:t eis yscT 281 YOR AM 
fentl to eqyt ert at exec? .sldsisqmoo yidedorq 976 yedt 


aI ,tmemeetgs asol s to dootdwe oft al doldw tibez9 to 


as odat sede Ancd odd bas stasilo edt ~ebsow tedto 
gem et 
08 soetduea,ofdelieve\tibers lo sail s bis © sSnemesige 


Z eall s dove _  ,en0ttibmaos bas emset altetaso 
-taemeetas Lautositmos 6 at tt eeveoed ,dibeto,t0 

asd edt oo galibatd and 

to enti ‘to sqy! sotto odd ei sredd nent 

et $I. stasmeorge to Jostdua ot jon at dotdw tibero 
| bae commoo eto et dotdw banane “to emtl Yo eqyt pent 
~enzuper Lencesee ent ,yse au tel rol asbivexg doldw 
en - tds aspen gained ontT -taworrted ant to. 


i? 


ak ie aii hte et tie. < pin. wi a sek 


¢ 
By 


‘ i Al 


7h 


Nethercut & Young 8099 


Toronto, Ontario 


to changes in the financial position of the client,and 
also subject to the availability of funds. Normally 
such lines are regarded by the banks as commitments, 
and unless there are circumstances, such as those I 
have described, the customer is free to avail himself 
of those lines. 

COMMISSIONER LEMAN: Can you give us any 
idea of the volume or size of what one would call firm 
lines of credit that exist in the system. 

MR. BOYLES: We do have statistical data -- 


I do not have it here -- but in thinking of the two 


types I mentioned by far the line that is not subject 
to agreement is the one that is in existence. Does that | 
answer your question? 

COMMISSIONER LEMAN: It does partly. I 
netaced in paragraph 96 of the submission you say that 
the banks view their lines of credit with a real sense 
of responsibility, and then in paragraph 104 you explain. 
that nevertheless these lines of credit are subject to 
review from time to time. Is this business of reviewing 
lines of credit something that is systematic, or is 
it a random type of process? Are they reviewed at 
certain times of the year, or are they reviewed all 
the time? 


MR. BOYLES: Mr. Leman, generally it is. a 
\ 
systemdtic procedures We like to think in normal times 
that a line of credit is for a period of one year -- 
that is, in respect of customers who are in reasonably 


good financial standing. Such review usually follows 


the receipt of the annual auditor's statement of the 
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company. There may be cases where, because of, let us 
say, unfavourable conditions, the review of a line is 
much more frequent and, indeed, perhaps there may be a 


demand for more frequent statements. 


COMMISSIONER LEMAN: But suppose the monetary 
authority does sénd a fairly clear signal, or, at least, 
there is a certain action by the Bank of Canada that you 
interpret as a Signal, and you decide to send in- 
structions off to your branch managers. Is one of the 
first steps to say to them: "Please review all 1ines 
of credit"? 

MR, BOYLES: Yes, and in reviewing lines of 
eredit that review would be subject to the nature of 
the business of the customer, and his forecasts or 
projections and plans, generally. As I mentioned earlier 
we would be rather loath to cut off or reduce a line of 
credit in respect of a customer who has already a wieey- 
cut seasonal program in respect of his business. At 
other times ,we may seek the cooperation of the customer 
in order to meet a tight money situation. 

COMMISSIONER LEMAN: Is "Please review all 
lines of credit" equivalent to "Please discuss with all 
customers lines of credit"? 

MR. BOYLES: Not usually. The instructions 
are usually more specific -- that is, as related to 
accounts. Here we may very well find that a client, 
due to a certain type of business, is in a position of 
being able to cooperate with us at that point -- that 
is, at the peak, let us say, of a tight money situation 


-- whereas, as I mentioned before, you might find anothe 
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client who might be a lumber operator and this might 
be at the very peak of his business, and in respect of 
whom it would not be sensible to request a cut-back in 
his borrowings, 

COMMISSIONER LEMAN: Does a client know when 
the bank has reviewed his line of credit, and has in- 
creased or reduced it, or do you wait until he asks a 
question about it to tell him? 

MR. BOYLES: The lines are usually establishe 
in response to an application from the customer. In 
other words, he projects his needs and tells us what 
his requirements wil¥ be, and that he would like to have 
a line of credit established accordingly. 

COMMISSIONER LEMAN: You said that some of 
these lines of credit were quite informal. Did I 
understand you to say that they were often just an 
oral understanding with the customer that he can call 
on the bank for so much? 

MR. BOYLES: Yes, very often they are oral. 

COMMISSIONER LEMAN: So in the case of such 
a line you do not necessarily, because you have reviewed 
that line, call the customer in and tell him it has been 
reviewed down to 75 per cent of what it was before? 

MR. BOYLES: Naturally, in considering his 
application you give consideration to all the factors. 
In one case you might have to satisfy yoursete that he 
is asking for a line of credit that appears to be in 
the keeping with his réquirements. In other words, if 
his application appears to be for an excessive amount 


you point out to him that he should consider a revision © 
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downwards. 

COMMISSIONER LEMAN: What I am not clear on, 

Mr.Boyles, is this, if as 4 result of tight 

money conditions you proceed to review lines of credit 
that are not of the agreement type do you automatically 
pass on to your clients thé result of this review, or 
do you wait until they come in to make a borrowing? 

MR. BOYLES: No, in cases where we feel 
there is justification for asking the customer's 
cooperation we call him in and seek such cooperation. 
In other words, we ask him -- although, I think this is 
a most infrequent occasion -=- to ;cut-back his loans 
in such cases. I am thinking in terms of a regular 
operating line of credit. During periods of tight 
money there seems to be at some times an inclination 
among customers to avail themselves of the line of 
credit whereas, perhaps, under normal conditions they 
would not do so. In such cases we seek the customer's 
cooperation in holding back. 

MR, NEAPOLE: May I interject something here, 
Mr, Chairman? I know we all have slightly different 
approaches to this thing. First of all, as far as we 
are concerned, we regard these lines of credit as 
guidance lines. Initially, they help us materially 
in the handling of an account because we are not 
constantly referring to the directors and the super- 
visors, and so forth,for permission or authority to 
go up to certain figures. 

When instructions go down to the branches 


in cases such as this they have to go, first of all, 
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to the supervisors and the regional heads, and all the 
rest of it. I can say quite frankly that unless it is 
absolutely essential we do not start by referring to 
the smaller accounts. More control can be exercised 
through the big accounts simply because we are there 
dealing with people with knowledgability, careful cash 
flow calculations, and access to other markets for money 
Right away our supervisors instruct the managers -- or 
they do it themselves in some cases -- to call in these 
customers, or go and see them, and say, "Now, this is 
what your cash flow shows. You said you were going to 
build an addition to your plant and that you would need 


so much money. Can that be postponed?"; or if “the 


say, "Can you get the money from a mortgage source?", 
There are many, many things that enter into this, and 
it becomes a very close relationship on this particular 
subject. 

However, the customer definitely has his 
warning, so to speak, and we enlist his cooperation. 

The other extremity, where there is no 
cooperation, is a case such as we had at one time where 
the customer used his line of credit right away to buy 
up treasury bills as soon as he thought there was going 
to be some sort of a squeeze. But, by and large, our 
customers have cooperated awfully well. 

COMMISSIONER LEMAN: But if an initial action 
by the Bank of Canada has not yet pervaded through the 
system and affected the thinking of the spenders, anc 


they are not very conscious that anything has happened 


addition to the plant has already been built they might Boe 
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yet -- when monetary policy of the restrictive type has 
been in effect for quite some time perhaps everybody in 
the country is quite conscious of it, but I am trying 
to determine how long it takes after it starts to get 
through the whole system so that people are conscious 
of the monetary policy and its intention. I take 
paragraph 98(ii) as an indication that the key factor 
is the .lines, of credit... You say: 

"Adjustments in bank lending policies, apart 


from interest-rate changes, take effect 


primarily through alterations in lines of 
credit, and thus take some time to have their 
9 ONS TOS TW RSC Ve ik. Heed beige gnnde ANS umole 
tam wondering if at a time when there is a change to% Elica 
“a certain direction the very first procedure through”: 


» | 


the chartered bank system is to review lines of credit a | 


and pass on the signal, as the banks understand the 


weds yea Sey ls 


Signal, to their spending clients. 

MR. NEAPOLE:” ‘That 4s correct. 

MR. NEAPOLE: And it can be done very 
quickly, too. 

COMMISSIONER LEMAN: Therefore, to me that 
would imply that even clients who do not walk into the 
bank to exercise their lines of credit and apply for a 
loan are, nevertheless, notified if the line of credit 
has been changed? 

MR. NEAPOLE: Yes, that is right. 


COMMISSIONER LEMAN: Even if it is not the 


formal agreement type of line of credit? 
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MR. NEAPOLE: Yes. I should mention, too, | 
that in many cases we have lines of credit outstanding 
which are rarely used. Sometimes they are not used 
for two or three years. Nevertheless, they are reviewed 
from time to time with respect to the question of 
relationship as between cost and need. We review those, 
and we ask the customer: "Do you expect to use this? 
What does your cash flow show?" 

MR. MULHOLLAND: May I make a further comment 
there? This is one of the most difficult operations for 
head office management in the initial stages of a moneta 
policy because it is very difficult to interpret the 
extent and the length of it. A time lag comes into 
play at that moment. 

There are in excess of 5,000 bank managers 
to] © go all the banks wire across _ rede aha eh as 
te training and experience éhey. are highly competi tiv 
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loans that come within their own discretionary limits. 
With over 5,000 branches in the system one 
loan for $1,000 is equivalent of $5 million a day. In 
a week, if that average pertained, you could have a 
total of $25 million, or $125 million in a month, coming}. 
on to the books of. the banks and which you have not been! 
‘able to get at because these managers have been acting 
according to the dictates of their own discretion, 4s 
Mr. Boyes has said. Mr. Neapole's comments that the 


first people you approach, and very quickly, are the 
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corporations with the large lines of credit. 

COMMISSIONER LEMAN: Your submission also 
makes clear that you do not believe that this process 
affects particular regions of the country, or any 
very clearly defined sector of the spending public. Has 
it truly a random effect? 

MR. BOYLES: First of all, as I mentioned 
earlier, Mr. Leman, the instructions respecting policy 
are uniform throughout the system. There is no variation. 
In fact, we regard the lines of credit outstanding in 
a tight money situation in the same way in Vancouver as 
we regard them in raters In other words, there is 
no variation in thinking in our efforts to, perhaps, 
hold back or to get borrowings reduced. 

COMMISSIONER LEMAN: But fram what you have 
just just said I thought one could, perhaps, infer that 
the effect may be quicker on large lines and large 
borrowers than on the small borrowers. 

MR. BOYLES: Yes,,it is. 

COMMISSIONER LEMAN: Then to that extent 
it does affect one more than another? 

MR, BOYLES: Yes, if you think in terms of 
numbers and types. 

\ MR. NEAPOLE: In many respects -- again, I 
am interjecting -- many of the larger ones are more 
easily adjustable because they are able to get money 
elsewhere, or to make arrangements of some kind. 

So far as our own bank is concerned, we 
establish degrees of priority, so to speak, end in that 


respect, to answer your question, a change in monetary 
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policy will affect some lines more than others, because 
there are lines that we regard as extremely seasonal 
and others as non-seasonal, and it is not hard to build 


up categories in that regard. 


As I said before, where you have any seasonal 


requirements such as in the canning of vegetables and 
fish, and other perishable products, then you have to 
give thoseindustries a very high degree of priority. 
You can tell that story to the branches easily enough 
if you try, and the manager, within his discretionary 
limits, can apply these principles of priority. 

So, I think, insofar as our own bank is 
concerned -- and I would hate to think that we can 


pull out of business faster than others -- our 


Heo wnstructions can be made broadly effective very quickly.) 


“COMMISSIONER LEMAN: Only if what you desire 
is'4@ very pronounced change in making policy. How 


subtle can you be? That is the question. 


papas Oe al 


Pethere “he a vipreat number of branches and so forth the 


sudden termination of a particular category might have 
a fairly broad effect fairly soon, so your answer is 
that 4t is difficult to be really subtle. 

MR, WADSWORTH: I would think, if I might 
add this, Mr. Leman, that the first stage -- I gather 
that is what you are getting at; a modest change when 
there 4s no drastic action needed --- 


COMMISSIONER LEMAN: I am trying ‘.o get at 


the real line. That is the problem. 


MR. WADSWORTH: The first change can be made 
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by endeavouring to change attitudes to a degree in the 
way lines of credit are handled at the supervisory level 
and the extent to which you will go on extensions, and 
whether they are for speculative purposes or not. I 
would suggest that most branch managers -- I agree 
entirely with Mr. Mulholland -+- consider that their 
job is to go out and make good loans, but they are 
responsive to the type of applications they get. I 
think the periods we have gone through in 1959, 1960 
and 1962 have made them even more receptive to little 
indications of changed attitude. I would think that 
would be the first stage of getting into these reviews 
which are reviews with the customer, 

COMMISSIONER LEMAN: These experiences have 
been highly educational}? Is there a way in which the 
bank's head office, also by r process of education, 
might develop a way of measuring the performance of 
managers in responding to headoffice instructions in 
this field? 

MR, BOYLES: Yes, Mr. Leman. Usually when 
we send out instructions -- I 4m talking from the 
point of view of a particular bank, by the way -- we 
also ask them to report on the results of their attions 
taken in response to such instructions. In other words, 
we attempt to follow through, and not just be satisfied 
with issuing instructions and letting it go. We do, 
indeed, have a follow-up system, and do take appropriate 


action when we find nothing is being done. 
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MR. PATON: If I might interject somethi 
here, I think possibly branch managers are not the 
only ones who have improved their education. With 
recent experiences behind us the banks are perhaps 
better prepared -- a little more elastic -- with 
respect to monetary policy adjustments and therefore, 
depending on the severity of trend, there may be a tim 
lapse before head office feels it essential to send ou 
instructions to its branches. This would depend on their 
individual positions at the time. 

To go back to the lines of credit, I 
have a little stronger feeling, I think, than Mr. 
Boyles indicates, perhaps in the public sense of the 
morality of the bank. I think that the bank has a 
little more than a moral obligation in this respect. 
It is a real obligation, and though perhaps in the 
ordinary line it is not a legal obligation, neverthe- 
less I think hy and large your average customer in thi 
country would take a somewhat dim view if we repeatedl 
requested this line of credit adjusted downwards. 
These lines are not arbitrarily set by the bank, but 
after careful discussion with the customer and having 

“regard to his prospects for the year. I think we like 
to think of ourselves essentially as "statement 


bankers" first, which is why we examine the statements 


carefully with the customers annually. We set the lin 
-.....which might well be put each year, and if at all poss- 
ible we intend to stay with that line, and in that 


respect keep ourselves in the position where we 


can perhaps look after minor 
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adjustments in monetary policy and say that the time 
lag to which you referred -- I. don't think -- is 
altogether in the best interest of the country. by any 
means. We think we should be in.the position of 
cushioning the initial effect of this before giving it 
to our branches. 

COMMISSIONER MACKINTOSH: May I interject 
a question here without raising the interesting question 
of which obligation of the banks is higher. It is a 
moral obligation, and I would like to go back to an 
earlier spot in the discussion in which I understood it 
to be said that it was.easier and more practical to 
force some contraction in the loan demand of the large 
customers than of the small customers. 

Now, does this mean that the large customers 
can and will, in fact, adjust or contract their 
expenditure programs, or does it mean merely that they 

vnrough 
have more financial alternatives / which they can avoid 
adjusting their expenditure program? 

MR. BOYLES: .Well, sir, in.the.first place 
we would like to emphasize that we endeavour to give 
preference -- let us call it -- to the needs of the 
Bmaller one because he does not have the financial 
resources, he is in a more rigid position generally 
with respect to his operations, but I say that our 
first attention is given to the borrowings of the large . 
clients because they do have access to alternatives, 
they are in a better position to adjust themselves to 
meet such a situation. 


COMMISSIONER MACKINTOSH: Well, I am notwm« 
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questioning that, but we are interested in ultimate 
effects of expenditure, whether capital or otherwise, 
that the monetary policy may have. Now, I can imagine 
that if you curtail credit to a small customer, the 
chances are he jolly well has to curtail his expenditure 
because, as you say, he hasn't the financial alterna- 
tives, and I am just asking if dees 4 ented to 
whether the large customers, who have so many “financial 
alternatives, could accept your curtailment ote brewas 
but not curtail their expenditures or change their 
Spending program, or have you any judgment on that? 

MR. BOYLES: I think that the answer to your 


question is yes. 


COMMISSIONER LEMAN: That he has these 


alternatives and his spending programs are not SO 
sordaatay arrected? 
MR. BOYLES: Right. 


MR. NEAPOLE: I have seen quite a few of 


Siti. 


these curtailed spending programs; everything that 18 _.., 
SP ra RRR CR CURES they Find the RET Eee else. 
COMMISSIONER MACKINTOSH: It achieves a 
financial effect,and if they do this.you follow it 
through to the real ¢ffect. 
MR. WADSWORTH: I think a lot would depend 
on the purpose and what the customer requires the funds 
for, and that would probably temper his degree of 
‘looking elsewhere; if he felt this was essential to 
‘his business, I think he would be more inclined to 


endeavour to arrange it elsewhere, or probably the bank 


would still go along with it. If it was more of a 
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Speculative nature, where he felt that any response 
outside would probably be somewhat the same as the 
response from the bank, I think he would be more 
inclined to cut his ¢clth accordingly and cut his 
requirements. 

MR. NEAPOLE: aha the interest; rates woutd 
enter into it, too. “kg 

COMMISSIONER BROWN: The questidn I 
would like to ask here is whether in the initial iit 
like this when you get people to slow down a little 
bit do all the banks act at once? 

MR. BOYLES: Generally speaking, yes; werd 
may be a lag of a day or two, but altogether the answer 
is yes. 

MR. WADSWORTH: I would disagree and say 
no, Mr. Brown, at that first stage. 

MR, PATON: I think that was the point that 
I was endeavouring to make in my previous remarks; 
that we don't act initially because the impact is not 
the *same"on"all*of us. 

MR. WADSWORTH: The types of commitments 
outstanding are different between banks, and their 
assessment of the situation is different and the relativ 
cash position may be different. 

COMMISSIONER BROWN; Well, my second question 
is do you move when you dee a Slight change, or do you 
move only when you are convinced there is a ‘sajor 
change? 

MR. MULHOLLAND: We only me when we 


definitely can detect a major change. 
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COMMISSIONER BROWN: And there is a 
competition, I gather, to see who spots it first or 
whe spots it last? 

MR. MULHOLLAND: We want to be last out 
and first in. 

WR. WADSWORTH: I wouldn't like to leave |the 
impression from our point of view that we wait until the 
very last moment. I think it may Vary between banks 
as such. 

COMMISSIONER BROWN: Which bank does wai 
until the last moment? 

MR. WADSWORTH: We take turns! No, I 
think it varies with the assessment of the individual 
bank. It could be the same twice and it could be 
another one the next. We.are certainly subject to all 
these human errors of judgment. 

| WR. BOYLES: One of the things that 
affects the timing of these diecetives is, of course, 
the restrictive liquidity: position of the bénks. In 
other words, the bank that is least liquid hi got 
eut such directives in advance of thosé that are 
more liquid. 

comirssrowick MACKINTOSH: May r declare 
here that you are talking about undertaking sfeps fox 
the curtailment or restraint of Loans; Pitot do thas | 
you would have adjusted your cash by Deg sy. opiratlodd 
and the process would have started really further back 


but it only gets into the loan category when proceeded 


with, is that a fair statement? 


WR. HACKETT: The two may overlap, but the 
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adjustment is apt to take place first in the securities 


area. 
COMMISSIONER MACKINTOSH: Yes, and then you 
Say that we will not have enough securitiés or that the 


loss is too much and we will have to pull tighter on 


a *» &w© w& 


the lean end. 
COMMISSIONER LEMAN: Gentlemen, you have said| 
that these two experiénces that happenéd in the 1950's, 


mainly 1956 and 1959, have been highly educations1l 


oO C0 om ws Oo 


and that yo presumaly imply by that that the banks 
will have learned bhkeden this experience to respond 
domewhat more quickly and also perhaps in a more 
appropriate wag than they did uhiet these two 
circumstances, Did you try to analyze in that respect 
what did happen on those two occasions; what the lag 
was in terms of time and to what extent monetary policy 
missed the mark because of this lag problem? 

MR, BOYLES: First of all, going perhaps to 
the first part of your question, as I understand it; 

“we Keep Some Rind" of record, we examine the experternce 
of how quickly it has become effective and what the 
response was on these subsequent occasions. Is that a 
way of putting 1t? - 

COMMISSIONER LEMAN: Well, I am trying to get 
some information about nae was the lag in 1956, what was 
the lag in 1959, and the circumstances were sonewhat 
different; could you analyze for us if the two experiences 
were educational? Presumably the first one was. Was 
there a big difference in 1959 as compared to 195" with 


regard to the way the system responded or from the point 
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of vtew of bank lending policy? 

MR. MULHOLLAND: If I may just make a comment 
here on how we are being educated. I was a manager 
in 1956 and I didn't know very much about what was 
happening. In 1959 the circumstances were entirely 

arioae 
different to any tight neney/that had been experienced 
before, I think that is fair to say -- and I stand to 
be corrected -- and my recollection was that it came on 
the banks in two stages; there was a tightening period, 
I think, in the month of May or June, and a relaxation 
in July or an indication of 4 relaxation in the month 
of July, and then a very severe tightening up in the 
month of August. There seemed to be a change of 
direction as we saw it. In 1962 the exercise was some- 
thing of an entirely different order, which you know 
all about, and it was very precipitous and in one 
direction. 
MR, WADSWORTH: If I may enlarge on that, 

I think it is fair to say -- and you used the word 
"education" -- you always cannot experience things like 
anybody else, and in looking back and seeing what has 
happened it suggests looking forward, as a good banker 
or a good businessman, but we have had probably a more 
clear indication in, say, 1959 -- whether it was in the 
form of formal announcements or informal discussions ot 
I think perhaps we could have responded more quickly 
than we did and I think the evidence of that is that 
“while drastic action was necessary for o°. 3r re: ns, 
as we know, in 1962, there were much more clear a 


indications and I think the banks responded very quickly 
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in relation to the other two periods. 
COMMISSIONER LEMAN: Well, let us stick to 
1956 and 1959 because, as you yourself pointéd out, 
in 1962 there were other factors there which perhaps 
permitted a different type of approach by the monetary 
authorities, but is it aoessbic that in 1956 and/or 
in 1959 the decision making from the monetary auth egal Liele 
down to the head offices of the banks and down to the 
managers, and then the process continuing, that there 
was a lag before spending on goods and services was 
affected, and that all this timing may have been such 
that, in fact, it may have missed the mark, it may have 
not been well timed from the point of view of the 
business cyele and it did as much harm in this respect 
as to what happened later as it did to help the 
conditions of 1956 as such, or 1959 as such? H 
MR. WADSWORTH: The degree to diate Gciay 
have affected conditions later, I don't know how one 
would sitet that accurately, put I do think, though, 
that if there had been a more clear indication a little 
earlier the change could have been brought ee more 
gradually and with probably less effects at that time 
on individual borrowers and their requirements. 
COMMISSIONER LEMAN: Well, you haven't tried 
wore 
to get a/precise view of what the lag is in terms of 
time. Earlier you referred to Lord Cobbold's remarks 
about making a guess at six months, but have you got a 
figure in mind as to what the lag has been? 
MR. WADSWORTH: I think that was answered 
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to quite 4 degree by Mr. Neapole,; and I think the season 
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of the your or the time of the year ~- if you follow the 
seasonal trend of bank borrowings, there are periods 
when they are going up and it is much harder to attract 
loans or hold loans in that period than in a period 
where we normally expect a greater degree of liguidation 
so I think that has an affect, Mr. Leman, on how long. 

COMMISSIONER LEMAN: I understand that at 
times ,when the monetary authorities want a sharp and 
very pronounced response, besides just acting on cash, 
they will sometimes cal@ the banks in and have a talk 
about the whole situation. How has this worked in 
practice? Is this the type of action by the Bank of 
Canada that produces very many useful results? 

MR. BOYLES: Yes, Mr. Leman, because the 
outcome ~ >of ~ the result of such discusions provides 
us with a clearer signal of what their thinking is 


and we are equipped to cooperate and to respond. 


7 COMMISSIONER LEMAN: Well, some such action 
d94,.. by the Bank of. Canada. wasntt just. having*a talk wate PP 
you; I gather that -- well, the Governor himself told 
us that there is aprocess called moral suasion that 
enters into this procedure; how has this process ‘worked 
in relation to the banks! responses, 'the chartered 
banks! responses? | 

MR, BOYLES: It has worked quite well. As 7 
I said earlier, this so-called moral suasion has indeed 
been considered by the banks and we have been quick to 
respond to these suggestions, let us cali them, 

MR, WADSWORTH: 1951 was an exampie of 


that. I think that was mentioned by the Governrr 
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himself in his evidence. 

MR. NEAPOLE: The most, shall I say, severe 
one was at the time from roughly the lst of November, 
1954 ~- was it 1955 or 1954? -- on into the months that 
followed, that initially the Governor of the Bank 
suggested that we should have secondary reserves of 
8 percent, in addition to 8 per cent, and that we achieve 
this by roughly three months. 

We quarrelled right away about the three 
months feature as I recall the details -- I wasn't in 
the C.B.A. at that time -- and we said that it was 
impossible to achieve 8 per cent in three or four months 
and as a result of this discussion we ended up with a 
7 per cent additional reserve and the date was described 
as by June, so I think it was Sometime in June -- May 
31, was it -- by the lst of June, then, we had achieved 
this 7 per cent instead of the 8 per cent originally 
suggested, but that was a case of cooperation to our 
fullest extent and within what we knew we could do and 
that, of course, indicates a six months period. 

My own belief is that -- from what I saw of 
1956 and 1959, and so forth -- that it does take six 
months, that is a very good figure, before any real 
affect is felt. You could easily say that in 44 months ; 
some affect is starting to be felt, but I think that 


six months is a good figure. 
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COMMISSIONER LEMAN: This 1s the real 
effect on spending on goods and services by bank 
clients? 

MR. NEAPOLE: Yes, when it is starting 
to be felt. 

COMMISSIONER LEMAN: This has been 
educational from the point of view of a case where 
you want a strong, restrictive effect on the 
economy. How educational has it been from the 
point of view of trying to have an expansionary 
effect on the economy? 

MR. NEAPOLE: That is always extremely 


difficult to say. Perhaps more than the other, 


confidence that they can embark on things. On 
the one hand ‘you can review credit. with a customer. 
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and say, "There is lots of money,” ‘ome and get it". 
You have to wait for them to puild''up their own | 
confidence, as to whether to take’a chance and 
act. They get to know that money is easier because 
they. are more knowledgeable now, and there are things 42 
‘Various newspapers, indices and reports; but they 
Still have to have their own confidence restored -- 
if that is the right word. 

GOMMISSLONER LEMAN: You implied that 
what the Bank of Canada has done from time to time 


in giving you rather specific views as to what the 
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bank should do relative to secondary reserves, or 
stopping term — loans, OFthat sort of thing, 
has worked well. Have they always’*‘been the .type of 
instructions with which the banks agreed, or in 
which they were fully in agreement with the Bank? 
MR. NEAPOLE: I can only speak rae: 
myself and the time I have been given these 
instructions, just the last couple of years, 
Certainly, I cannot say I have disagreed with the 


Governor. He has always presented the thing in 


a very lucid and reasonable way, and has a statistical 
group behind him to support all his views, I know 
I have always felt that I believed it and would 
co-operate; and, of course, it has been useful 
in that regard. 

MR. MULHOLLAND: The views that Mr. 
Neapole has expressed are certainly the views of 
the Association. | 

MR. WADSWORTH: I think it has this 
one added feature, that it has permitted the banks -- 
and we do wish to co-operate in the national interest- 
to prevent particular views as to certain effects 
of these policies and some indication of the 
problem involved, by having it on the basis 
of discussion such as you mentioned. 

COMMISSIONER LEMAN: This suggests 
it is the Association's opinion that any time the 
monetary authority feels that what it is bringing 
about is a real change in monetary poliey, it would 


be better if it did call the banks in and spell it out 
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clearly, That is your unanimous opinion? 

MR, MULHOLLAND: The answer is, "Yes", 
Mr. Leman. 

COMMISSIONER LEMAN: If I might go 
back a little, “up the line", in this lag problem, 
there is one thing I would like to understand a 
little more clearly from the point of view of the 
chartered banks themselves, When the monetary 
authority takes action, one of the first results 
is to get the banks to sell securities. This 
1s usually an atmosphere in which the banks are 
likely to take losses on these securities, and some- 
times progressively larger losses on these securities. 
I think Mr, Hackett explained this process. 

MR. HACKETT: Yes, that 1s so, 

COMMISSIONER LEMAN: What is it, in 
the reaction function of the chartered bank, that 
really causes it to change its own lending policy? 
Is it the losses it is taking on securities, or | 
its own notion of what its liquidity position should 
be? What is the nature of the reaction? 

MR. WADSWORTH: I would day it is 
the latter, Mr. Leman, I do not think banks have 
ever hesitated to take reasonable losses to meet 
what they considered sound loan requirements, subject 
to what a bank feels how far it should go as far 
as its liquidity position is concerned. 

COMMISSIONER LEMAN: There is one 
paragraph here ~- and I have not my finger on it 


at the moment -- where, I believe, you explained 
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that there was a different reaction between Gaiiee 
as to the way in which securities, as you call it, 
run off. I got the implication from that, that 
an individual bank might not react necessarily 
like the other banks, and one might decide fairly 


early in the game to take a pill and begin to 


take losses early in the game on fairly long securities, 
and not act promptly on shorts, Another bank 
might feel a little confidence that this will 
not go as far as some other people think, and 
avoid losses on longs, | 

MR. WADSWORTH: I think that is 
quite a fair statement, and it is one of these 
areas of individual judgment, or judgment of tep 
Wavagewen¥ ef any one bank of the action it should 
take at any time, and their assessment of the 


situation. Trey will never be uniform -- or 


“, 


seldom, I would think. 

MR, HACKER?: Perhaps I gould add this, 

Mr. Leman, that the actual loss factor at the time _ 
will vary between banks, depending on the way they 
happen to have their portfolio arranged. But in 
addition to the loss factor there is also the fact 

that your portfolio is shrinking one way or another --{ 

either by maturities or sales. At the same time 
in this process the fact that your portfolio 18 


shrinking in total has some bearing on the attitude 


of mind you reach, 


COMMISSIONER LEMAN: What is the 


real trigger? 
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MR. HACKETT: I would think the trigger 
varies between different banks, and I think it 
varies among the banks at different times in history. 
Right after the war, when bond portfolios were 
extremely high, I think the trigger point might 
be a good deal further on in the process than 
it would be under more recent conditions, when 
bond portfolios have not been extraordinarily high. 

MR. NEAPOLE: Finally, you have 
to make a judgment, | 

MR, WADSWORTH: I think you could 
Say that the converse takes ~inas when banks are - 
in a position to add to their portfolio. You 
will get differences of .opinion between banks, 
and one might wish to forego a certain amount of 
income to maintain a little more flexibility, and 
another bank's assessment might be somewhat dif- - 
ferent in the situation, and it might be prepared 
to invest at a longer term with a higher yield. 

.. 4) COMMISSIONER LEMAN;: Since this. | 

business of liquidating securities by the banks 
at such times is eats an important step in the 
Ree ic. there things about the market in 
Canada that the banks feel should be improved in 
order to facilitate this process, so far as they 
are concerned? 

MR, HACKETT: Mr, Leman, looking 
at this from one point of view, it is, I think, 


a question of fact that the market has been broad 


enough and deep enough to permit the banks at times 
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to dispose of rather massive amounts of securities -- 
speaking from memory, I think it was.1959, something. 
like a billion dollars, or rather more, in one 
J) calendar year. 

Now, at the same time our market in 
Canada for the type of securities which banks: 
hold normally -- and which, therefore, they are - 
likely to be selling or allowing to run off -- is. 
not all that broad that you cannot do that without 
a considerable impact on the price of securities. 
The mere fact that the banks are in there as 
sellers, and they do generally tend to be at 
around the same time -- I do not mean the same 
day, but in the same Cambaa of months -- is bound 
to have an effect on market price levels -- not 
only because of the sheer weight of the transactions 
involved, but by reason of the reaction of the 
market itself to the knowledge that the banks are 
in there selling. Sometimes that is apt to put 
a multiplier on market expectations, 

I think somewhat the same thing can 
be said, though perhaps not in such extreme form, 
when the reverse conditions maintain and the banks 
are able to add to their security holdings. Let 
me put it this way: the word soon gets around 
in the street that ‘the banks are buying. 

If I may make a personal observation 
here,-sometimes my own experience has been that 
you are making an extremely modest purchase at 


one moment of time and you hear on the telephone, in 
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1 the sort of chitechat that goes around the street, 

2 that you are in the market in a rather big way. The 
3 fact you are in the market is noted by the invest- 
4 ment community. 

5 To answer your question: I do not 

6 know that there is any technical thing that can 

7 be done to remove these fundamental disadvantages 

8 that the banks are a large factor in the securities 
9 market ,: both. ways. I think we can vege for 
10 two things, One is that with the broadening 


of the market the banks may become a relatively 
smaller factor and that their own actions in it 

will not have as pronounced, shall we say, by- 
product effects as now occur. The second thing 
which we would hope is that over time it may Ge 
possible to initiate more gradual changes in monetary 
policy itself, with the result that these adjustments 
in securities portfolios the banks have to make 

might be spread out a little, over time, etd the 
immediate impact of price levels would not be | 


as great as it now is. 


COMMISSIONER LEMAN: This would tend 


22 
23} to make the banks less vulnerable to sudden and 
a] sharp price fluctuations. 
3 MR, HACKETT: I was thinking of making 
6 the market less vulnerable also. 
a7 COMMISSIONER LEMAN: A few minutes 
8B * ago Mr. Neapole told us he thought it might have 
(29 a taken, say, six months to get at the proeens of 


spending decisions through this particular sector 
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of bank lending policy. Were there other things 
that might have taken effect earlier, just due to 
the change in interest rates, long rates especially? 
Bo you believe spending plans had been affected | 
before the six months, just due to the change in 
the interest rates level? 
MR. NEAPOLE: Due to interest rates 

entirely, do you mean? 

| COMMISSIONER LEMAN:,. Yes, because the 
Bank of Canada refers to the process as being one 
in which they change credit conditions, but the 
exact definition of whateall "credit conditions" 
is is not too that There is the general level 
of interest rates, and then there is this particular 
effect they want through the chartered banks, 
changing their lending policies -- not just to. 


raise the rates to affect their relations with 


their clients.  . debesitesiite drags dadd 
DR. McLEOD: Mr, President and Mr. 


Chairman, I wonder if I might beg leave to inter- 
vene and make a comment as to how it looks from the 
bank economists’ peint of view? I did not want 
to interrupt the flow of questions, but this, I 
take it, is directed particularly to quite mederate 
adaptations in monetary policy, and not those 
that require a sledge-hammer technique to drive 
them home, 

I would like to say, in observing 
operations from within, it seems to me head effice 


responds to these much slighter changes, perhaps 
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without being aware of it, in a way that is really 
positively important. I think we are aware of some 
of the limitations on the monetary policy, but 
i think it is important to realize this does 
work in a delicate way too, 

Perhaps economists have a certain 
prejudice for looking for infinitesimal adjustments 
at the margin, and I think this does occur. I 
think perhaps the way to explain it would be in 
terms of reaction to constant flow of lean appli- 
cations that are coming into the banks. I hear 
bank managers saying they get their impression 
of what the actual state of the bank's attitude 
to lending is by ebserving what is happening to 
their flew of loan applications, and I think the 
alert branch manager and regional officer does 


‘ Sy 


follow this up, and I think it does have an 


important effect. Indeed, the.management at i! 
head office always has its eye on market conditien#™- 
whether it is the tae market, the money market, 

or whatever. Surely this is what influences them. 
Perhaps they do not think of han affecting their 
loan decisions, but I think it ties in very much 
with a remark made to me in private conversation 

by a central banker -- whem I cannot therefore name 
because it was in private conversation -- that he 
felt the most effective way for the central bank 

to let its pelicy be known was through its open 


market operations, what it was actually doing in 


the market. 
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COMMISSIONER LEMAN: Well, you have 
all observed, I imagine, that in England, for 
instance, the spread of rates, from bank rate down, 
is much more automatic than it is here in Canada, 
There is practically a conditioned reflex that gets 
into the economy, based on the bank rate, and a lot 
of things are related to that in a very rigid way.. 
We do not have quite the same phenomenon in Canada, 
and there 1s a little more flexibility in our 
system, and every rate in the country does not 
seem to react to the bank rate in the same way. 

Do you think it would be better to have a more 
automatic type of shift than the more flexible 
type of shift that we have here? 


DR. McLEOD: Is that question addressed 


to me, Mr. Leman? 

COMMISSIONER LEMAN: To any one who 
wants to field it. 

DR. McLEOD: I think the feeling of 
the banks is that it is important to have flexibility 
in the rates structure and have rates move in some 
sort of relationship to ene another. I think it 
is fair to point out that we feel that the prime 
rate should move with the general pattern, and to 
tie in any specific fashion to any particular rate 
would simply substitute new rigidities in the | 
system for those rigidities we now have. ‘we would 


rather see it in terms of a general flexibility, 


for the market to respond on its own terms, 


ee 


' 
; GSic - 
rn - 
; 


a . ; 
vad vOR (ifeW,  :WANSI ARMOTS2TMMOD © 6% 
rol , basigad at tacdt .entgemt 1 _bovasade: f 
: BA <owob gst Ansd mort .egtax te baenge edd penon 


bi: -abagad at eved et ¢t neds obtametys etom coum et | 


etesa tedd xsltet penetstbnes 6 yliseivestq el etenT 
tol 8 bas .99s7 “asd dt mo beasd .yaeneso odd otat 
yew bigit ytev 6 al +edj od bedsist os egatdd to 
~pbansd at nonemensigq mse edd stiwp svad gon eb rg 
nuo at ytifidixelt eon efietl s et sted? pris 
gon es0b yisrwos edd al evs% Yisve bas ,meteya 
.yow smse Sait at oss Yasd edt e¢ doset od haiae 
snem 8 evad et tedted sd bivew gi woiag yex od 
afdtxelt exom odt madd Jitda te eayd oldsmotus 
¢susd eved ew dsedd ¢Iida te eqyt 

gf Bbesonhbe netteosp tsdd et :O0%JoM .Ad 
friemsd .sM .om of 
ory sno yas of :4AMEI ARWOTESIMMOD | 
tt bLoftt ef etnaw 

%o gatfest end Nxatdy I  ORIOM (AC 
ysilidtxelt eved ov tnedtreamt ct Jit tect al eoloed ond 
exten mt evem asvet evad brs suutovare Bovst eds at 
tit amidst I .verdens ene oF qidesettslex te s1tee 
emtiq ort tect [s02 ow Jedd Jue teteg ot twist ef 
et bas .ateddsq Istensg ord déiw svom bivede aaa 
sts% ssivolsusg rs od metdest olitoege yas al ett 
edt ab setiibigin wen otutidedya yiqmte bisiex 


bi{aoew ei’ . even won ow satdlbiat: saedd 10% weeny 


yiPasidixels iexenss 8 to emied at gi 998 roddet 


~ amiss awe est mo baoqaet od tenusm eds tot 


oo @einrwrzaa _» @ & 


ee 
oi eS) a -  . > a 7 


Nethereitt & Young 8129 
Feponli, Ontarte 


MR. WADSWORTH: I will just add, if I might, 
Mr, Leman, that as you know until recently we had the 
So-called floating bank rate which was changed weekly, 
and I do not know that 

or we have had 4 

long enough period to determine whether changes in the 
fixed bank rate may reflect themselves more in other 
rates than in the rate that is varying from week to 
week, | " 

COMMISSIONER LEMAN: wevatte had the 6 per 
cent ceiling on bank interest ratés, but you do refer 
to this flexibility yourself. In paragraph 99 you say: 

"It should be remembered that the Panadian 

branch banking system has an important 

dégrée of built-in flexibility, because 
behind each branch stand the resources of 

a large nation-wide institution. The branch 

is not limited to its own resources, ...." 

And so on. Can one infer from that that from 
the point of view of quick responses and effectiveness 
of monetary policy, an atomizeg system of small banks 
scattered around the ébdntey youre give better responses 
than the type of system which we have, which is more 
concentrated into a few large units? 

MR. WADSWORTH: That gets back to the 
flexibility I mentioned earlier in answer to Mr. Brown's 
quéstion before the intermission. I do not know ‘but tha 
im some years it might givé a quicker response to the 
¢entral bank's action, but I think the °ffect on the 


economy as a whole or, let me put it the other way, 
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1 that the effect on the economy through a national banks 


2 system where funds do move from one area to another 

3 and big requirements in one area can be looked at regard 
4 less of the deposits in that area, is much better for 

5 the economy. 

6 COMMISSIONER LEMAN: You are saying that the 


7 advantages of this type of system outweigh the dis- 

8 advantages, put you agree this is a disadvantage? 

9 MR. WADSWORTH: ZI think they would far oute 
10 weigh the disadvantages. 

11 COMMISSIONER LEMAN: There is one point I 
12 should like to come back to. Mr, Neapole made the 

13 bold case that perhaps six months was a good figure 

14 for the lag. Would you be prepared to go so far as to 
15 break down this lag for us into its different steps? 
16 MR, NEAPOLE: I think that is a kind of, 

17 shall we say, estimate that would be made by a"seat- 


of-the-pants" flyer. It is the kind of judgment you 
18 


19 just form. I could not break it down. You watch your 
20 loans from day to day and you watch categories and you 
1 see that someare coming down gradually, and so on and so 


22 forth. It is most difficult to give you anything that 
43 you could regard as a precise answer on that. 

24 COMMISSIONER LEMAN: Well, Mr. Chairman, I 
25 am through with this section. 

(6 COMMISSIONER BROWN: I wonder if we eould tu 
” now to the question of debt management? You have quite 


a strong criticism of the Bank of Canada's operations 


before 1962 in connection with new issues. Perhaps 


mt you could outline for us, Mr. Hackett, how you would 
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operate the Bank of Canada's position in putting out new 
issues? 

MR. MULHOLLAND: Could Mr. Avison answer your 
question? 

COMMISSIONER BROWN: Mr. Hackett has pagsed 
the ball to Mr. Avison. 

MR. AVISON: I think on that criticism to 
dnhenynetemced:; Mr. Brown, as vend will have reviewed, 
I am sure, the average cash figures for the dwtivstayé 
before and after new issues have appeared, there were 
clearly not srpitionne but sizeable changes in the 
cash posititon before and after the new issues. 

I do not think we were attempting to do any 
more than to say this tends to have distorting effects 
in our attempt to estimate monetary policy, for we had 
very short run changes which were subsequently reversed. 
Agthe brief. points-out,«up to 1960 one type. of pattern 
was followed, and subsequent to 1960 a somewhat differen 


pattem hes been followed... 


Bia niry We oy te bitin 4 fee Yoh) eS) ye ist tabs feed: SB: ii 


t might wake, the observation that’ this. is An 


changed in relation to new issues. Some years ago it 
was the custom for the chartered banks to be given at 
the time of the new issue firm bonds for their own 
portfolio and then a much smaller amount of bonds which 
could be used to fill their clients' réquirements or 
be used for trading purposes. 

As you know, this policy has changed now and 
at any time of a new issue, when a bank 18 required bo. 


acquire that new issue, that bank is exact: in the same 
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position as any other purchaser in the market place 

who wishes a new issue. I think the attempt we had in 
mind was not necessarily to change the technique of new 
issues per se but rather we would hope this could be 
done without the swings in cash prior to and subsequent 
to the date of a new issue. 

COMMISSIONER BROWN: Would you prefer that 
a neutral policy be maintained at the time of a new 
issue? 

MR. AVISON: Consistent with whatever the 
basic monetary policy is of the authorities at that 
time, yes, sir. 

COMMISSIONER BROWN: A little further on 
you make the point that: 

"We believe that the federal debt should 

continue to be managed by the Department ofr 

Finance, using the Hank of Canada in an 

advisory capacity only. We wouid not be in 

favour ot setting up an independent body 

to make debt management decisions. Debt 

management techniques, however, would probabl 

be improved if either the Department of 

Finance or the Bank of Canada were to consult 

banks, investment dealers, and institutional 

yrmeigy te 

buyers on a regular basis as is done i the 

United States." 

Now, is there an implied suggestion here that 
this should be a formal body of some kind? 

MR. AWISON: I do not like to use the wore 


formal because that might tend to make the proceedings 
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too rigid, but I think what we had in mind was that from 
time to time we felt it might be desirable if 
representative groups -~ and I am satisfied that these 
groups would conduct themselves so they would not gain 
any advantage over other people in the same industry 
ss are not included in that group -- that from time 
to time these groups might be consulted because they 
might have certain patterns they would be interested 
in that they could convey to the authoritses not so 
much on a formal basis but on, let us say, an ad 

hoc: basis. 

COMMISSIONER BROWN: Is it thought this shoul 
be on a regular basis and not necessarily in the 
context of a new issue? | | 

| MR, AVISON: No, we were thinking of it, 
Mr. Brown, im the context of a new issue, obviously 
not every he issue because they are coming with such 
frequency, but these are interested bodies which might 
very well assist in the thinking that would be directed 
to the new issues. Obviously there is no thought in 
our minds at all that any of these groups would receive 
prior knowledge as to what the official position would 
be. That is not our intention. It is purely to provide 
an interchange of information and ideas. 

COMMISSIONER BROWN: Thank you. 

THE CHAIRMAN: We shall adjourn until 


2 o'clock. 


---— Adjourned. 
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-«« The hearing was resumed at 2 o'¢lock, 

THE CHAIRMAN: We shall now resume. 

COMMISSIONER GIBSON: Mr. Chairman, if If 
might go back to the responses to changes in the cash 
position of the banks, it would be very helpful to thé 
Commission if some of the bankers could go through the 
chain of responses of what a bank does when it loses 
cash, and this situation persists for a few days, and 
when it moves from the process of adjustment through 
treasury bills and day loans to selling securities, 
and when it begins with a continued cash problem in 
terms of tightening up a lending policy. 

Obviously, a lending policy is not tightened 
and eased too rfrequentiy, and if you can give us a iittl 
more impression of your initiai response to a persisting 
loss of cash and how that fans out and when it ultimatel 
begins to affect the monetary policy, this would be most 
useful. 

MR. HACKETT: Perhaps I might start with this 
Mr. Gibson, and I think there will be an appropriate 
stage when one of the other general managers might pick 
it up. My partial response is going to be rather in 
the technical area, I think the first problem that 
arises in a loss of cash is one's assessment as to 
whether what is going on is the result of Some. mal- 
distribution of cash in the system, something that 
will adjust itself in a relatively short time, or 
whether the fact that Bank "A" is losing cash is a 
counterpart of what is going on more or less simul- 


taneously in other banks. 


vere ait bs want 

sata tot 

qéételo 6 ¥ bonuest sew gutuesd od? ~-4 erase 
empaer won frese 3W wamarans Set 

ft ti caemetadd 2M: MOBSTD saudraermoo «6 Oe 


pos 


sate 


devo ug at wegeedo ot avBnoynet od? ot oad og sdgkm 
ad of tetqish yrov ed Binow ot -aviaed add Yo mottied¢ 
etd dguotls og bivoo atexaed ont to amo tt notsetmmod 


aeeor ¢t aéttw Boob xaed 6 ted ‘to asatoqads 20 ateio 


bie .ayed wet 6 rot svetered actjewtte aldt bas .deed 
dagvoids snemtautbs to easoonrq Sav mow? ssvom $i nottw 
~asid¢inuoss nifiise o¢ encol veb bas alitd yiwesert 
nt metdorq dees bewattaoo 8 dttw emiged Jt aedw bts 
yotLog ‘parbas! 6 ge untastidgts to amyot 
ponetdald toa st yoitoq gatbmel ¢ _qisuotvdd od 
wggii € ev evig aso soy tt bas UiTneupett oot beses bas 
gniveatersq & at eenogest LecToOnr Wey to motawerqmt stom 
tetemttfu t£ dedw bas tvo ene’? sade worn Brie dees To eadt 
¢eont od birvow ekdz ,.yotlog Yasdedom aris sooite of aritged 
tetsan 

stadt ddtiw toste Thain I agers? =: TPHAOAN AM 
sjetagorags ce ad Iitw axrand vatds T bas .moedid aM 
Hotc tAigim sregsnem Lorsnes wedto say to Sno aerw Ssgate 
ak 14dte ef of girfox ef earrogeo” tetéxsq YM .qu st 
sand mefderg text? edt sintdd 1 . gers feotntoes ot 
of 26 Jrnemenseas eieno eb Wado to eeof 5 at aeett6 
fet . moe %6 dfuae, edt at no gatog af terdw noditecw 
. tedt gatdtemoe meveye edt ak deseo to aotoudiaseard 
no ,omts gaode yleviseler & at treet: tew_be Iftw 
a si aes gateoi at "A" xaeal tent toe ext tedvedw 


-fumte €88f to sxom co gatog at ted To treqzedavoo | 


Nethercut &é Young 8 1 2 * 


Toronto, Ontario 


That is the question which is usually fairly 
easy to. answer within a few days. The weekly statistics 
turn up and you can see what your position is vis-a-vis 
the others. The immediate response -- and at this 
stage I am assuming that one does not know precisely 
what kind of situation one is faced with -- but the 
immediate response is probably to do thething that is 
easiest to do and that costs you least, which might be 
to call day-to-day loans from the tha teat or, failing 
that, to go up the next rung of the ladder, assuming 
you do what you can do there, and either endeavour to 
sell treasury bills or, what is more common when they 
run in at the tender, let more run in than you are 
bidding for. 

If that process goes on for any significant 
length of time, obviously Bank "A's" liquidity ratio 
will begin to shrink. A tendency for your liquid ratio 
to show a persistent shrinkage is something which 
at that time you are paying attention ta .and beginning 
mentally to assess the implications of if it goes 
much further. 

You are still faced with the problem of 
knowing how long this is likely to last, and what are 
the reasons for it. Signals by this time are beginning 
to crop up. There may be and prowébly will be a 
Significant change in the even suey bill rate and in day- 
to-day money rates. After a couple of weeks, or perhaps 
sooner, there will be a response in very short-term 
market rates which tends to fan out and move up the 


ladder of maturity, the longer this tendency towards 
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stringency persists. f | 
: Before that time it 48 not only. the official 
of the bank * cerned with cash management that is aware 
of these things. He has undoubtedly brought these 
trends to the attention of the general manager and other 
senior colleagues in the bank, and the thing is pvetty 
readily known. Should the process go further, then 
you have to add something by way of sale of securities 
or perhaps you change your attitude to a maturing 
Obligation: Will you Yenew it or will you let 16 mun 
in? | | 
I showld like to make this poikt, however, 
that before you get there you are already, shell we BOF» 
| put om notice that a change in the direction ef monetary 
| policy ia not only in the offing but is prokably with 
you, and that certain adjustments in Lending’ policy may 
be necessary. 
I think, Me. Gibson, it might be proper for 
we to stop at this point, hoping that someone else wil) 
pick it up from the standpoint of what is going on te’ th 
lending area. 
COMMISSIONER GIBSON: Yes. If you eeuld 
elaborate now on the degree to which securities have 
to be 8614 before action is taken in termine os londing 
policy, before any serious action is taken, this woule 
be very helpful. What we are endeavouring to get is 
a sort of picture of the trend of action up to the point 
where you really get restriction in lending. 
| MR, HACKETT: Perhaps I might add ++ and 


this. may not be any addition to what’ I have said ~~ 
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that basically what you are up against is an assessment 
of the nature and duration of this shift in monetary 
policy. This may sound a little circuitous but I think 
it is true. The immediate action you take with respect 
to selling deourdéien may be governed by your, assessment 
of what you may have to do later. Considerations such 
as this come to mind: Is your first loss likely to he 
‘your least loss? Is it possible that by delaying 

action one may be postponing action that will have to be. 
somewhat of a greater magnitude just because it was 
postponed? There is not a formula for this, Mr. Gibson. | 
These are the sort of considerations, as you well know, | 
that arise. 

COMMISSIONER BROWN: Is somebody else going 
to take the bad? 

MR. WEAPOLE: I have nothing to add to that 
except to say “— it is a daily study and that many, 
many factors enter into this problem. This depends, 
of course, on where you start as far as your cash and 
secondary reserves are concerned and all the rest of it, 
and how your averages are working out, and so forth. 
But it is a daily éonsidération not only by the people 
who have to make these appraisals from a mechanical 
Standpoint, but the judgment that they bring to the 
general manager and then the decgsions which have to be 
made. It is a daily study. \ 

4 MR, BOYLES: The matter of the liquidity 


ratios must have an important bearing on the extent to 


Ss 


which you are ready to dispose of your inyestment 
* . 


portfolios before embarking on thesnext step. 
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MR. WADSWORTH: All I can say in enlargement 
on that, Mr. Gibson, in the same line with respect to 
the composition and extent. of your portfolio -- and I 
think you give some weight to that -- is that I think 
the first reaction, as you mentioned this morning, would 
probably be from the senior or general management levels 
and would be somewhat of a change of attitude towards 
a growing increase in the total of loans and the type 


of loans that were increasing. 
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Probably the first action would be taken 
in that general area of loans that were, as we mentioned 
not of an essential nature but more of a speculative 
nature. I think also that the attitude the bank was 
taking would become gradually known down through the 
organization. 

If that did not work then we would go on 
through the stages that were also mentioned, the stage 
of going through the various lines of credit with the 
customers and identifying those areas where probably, 
if not a reine 16h then a curtailment could take place. 
This is all subject to reserves going down,: or. the loan 
total going up. 

COMMISSIONER BROWN: You say this is known 

throughout the organization, but how is it made known? 
Is this done by memoranda, or by a telephone call to 
the supervisors; or how? 

MR. WADSWORTH: I would think, in the first 
instance -- this would vary probably as between banks, 
but I am thinking of thé*-stage where you do not want 
to send something out and change the attitude com- 
pletely of five or six thousand branch managers. There 
is a continuous flow back and forth from the managers 
to the regional superintendents, depending upon the 
organization of the bank. There is also a flow of 
information in formal conversations regarding ¢redit 
matters and various accounts and various types of 
accounts. Whether it is an attitude of expansion, 
or an attitude of holding the line, or an attitude of 


showing a bit of caution, or an attitude of contraétion, 
iz 
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it becomes known through the exchange of correspondence 
that that is going on daily throughout the bank. I 
am speaking now of the early stages. 

COMMISSIONER GIBSON: But you do not take 
much action in the lending area until your liquidity 
position has begun to approach a point where you think, 
if it continues, it wilh soon arrive at a@ point where 
you would not wish to see it go much further? You more 
or less pitt cate morning, and I wonder if you would 
elaborate upon it. j 

MR. WADSWORTH: I shall be glad to do that 
if I have not already gone far enough. Yes, you would 
be watching your liquidity ratios throughout the piece. 
I think you would aiso be watching -- and here it would 
depend not on what was causing this but on what was 
the apparent stage of this period you are going through 
-- to see just where loans were gding migadtly up. 

You would watch not only your liquidity ratio but you 
would look to see if it i8 increasing in total, or 
whether it has started to level out a bit, and you 
would base your thinking upon forecasts of where there 
are heavy pay-offs coming in. All those things, I 
think, would have an effect on what you do in the 

next step. If the loan total was going up more rapidly 
then you would take more direct action at a much 
earlier date. 

COMMISSIONER MACKINTOSH: Mr. Chairman, I 
would like to turn to one other area briefly. We,have 
had many representations and suggestions to ‘he effect 


that, generally speaking, the markets should oe improved 
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and allowed to have their effects; that restrictions 
and rigidities in the wetet ought to be removed where- 
ever it is possible to do that, and that on the whole 
central bank action ought to pass, through the markets 
and not to any degree that is avoidable act through 
direct controls of any kind. With that backgrouidyt 


would like to look at the paragraphs in your brief | 


4 
I, 


that deal with competition among the banks. I am 
referring to paragraph 360 and on. 

In one of the early paragraphs you point out 
that because all the services the banks offer are pretty 
uniform from bank to bank the rates must necessarily 
be uniform, and that competition has to take a différent 
form. I wonder if we could start out by having someone 
indicate uae ede forms this competition takes. You 
have already said the services are pretty standard. 

WR. WADSWORTH: I would think, Dr. Mackintdésh 
that it takes various forms. I would like to make 4 
brief reference before I go further to this point — yoa 
mentioned uniformity of. rates, id Bea within that 
there is competition because the bank offering the best 
price is the one that often sets the pace. There 4's 
a competitive factor in that area. 

In other forms it ebtid%d in the lending 
field. There are always new plans of lending that 
might attract business in other ways. While all banks. 
are in the consumer and personal loan field there’ is 
i difference of timing as between various banks ~oming 
Bite it. There is the brangp representation, and t. 


services that the branches provide. We referred to 
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personal chequing accounts yesterday, and they are 
somewhat uniform but there is a somewhat different 
basis of merchandising them as between the banks. 


Every bank, of course, tries to have the 


best trained personnel, and the best equipped personnel, 
but the degree of success in that regard, I think, is 
another competitive factor. 

There may be other areas that other general 
managers would like to mention. There is the very 
important area, of course, of business development. 

All banks have a business development department or 
an economic development department, which works with 
the managers and in conjunction with the managers 
strenuously at all times to attract business, 

and not only business that is already in the country 
but mew business coming in. That is reflected in 
foreign representation as well. 

COMMISSIONER MACKINTOSH: What about the 
addition and location of branches? 

MR. PATON: In connection with that is your 
question: Does it have any effect on the progress being 
ives. an. individeel bank xie-a-1ie,tbeletaeiate ; 

COMMISSIONER MACKINTOSH: Yes, or to put an 
in another way, what sort of guide lines do banks 
follow in planning the addition and location of branchés 

MR. PATON: I think possibly in answering tha 
I might say that historically the chartered banks .n 
Canada have sought out the needs for banking rathor 
than having the need seek out the banks. .2 have 


followed the economic development of Canada as it has 
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developed over the years. As we all know, in the early ? 
days we followed the railroad to many places, and we 
continued to locate in such places. These were newly 
formed and newly developed areas. 

We are governed, of course, by the fact that 
we hope to have a profitable unit of the bank in such 
a place. That is the main feature. Competition is very 
keen in respect to reaching these places first. Our 
Judgment is not always infallible by any means, and at 
certain times in our history there have been occasions 
when we were probably a little too eager to expand our 
branch representations. We quickly found that out when 

~we looked at the profit and loss sheets over the years. 

By and large, our basic philosophy in 
expanding our branch representation is for each bank 
to give a better service to its customers, to attract 
more customers and, in general, to be more 

all-embracing insofar as banking services are con- 
cerned. 

GOMMISSIONER MACKINTOSH: I cannot refer to 
the indications specifically, but I recall certain 
indications that there may be a considerable period 
of time elapse before a new branch can show a profit. 
This must be pretty costly to the banks, and there is 
some question as to whether or not it is costly to 
the country. There has been the question raised as to 
whether we are not over-banked, and as to whether 
competition in this field has not led to too many 
branches. Is there any way in which this can be 


avoided. Are all the banks competitively rushing into 
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this, unable to stop themselves? 


MR. PATON: I think that to put any rigidity 
into the competition as betwem banks would be more » 
detrimental than the risk of excessive representation 
in any individual spot, I think it should be noted, 
perhaps, that with very minor exceptions the charges | 
for,and the avaitebinity of, the banks! services are 
not excessively weighted if a branch location is some- 
what out of the way. There are differences, perhaps, 
as between the charges in metropolitan Toronto and a 
branch up in Yellowknife, or some such place, but 
basically the services given are the same. 

COMMISSIONER MACKINTOSH: I would not think 
the chief concern was whether there was a branch in 
Yellowknife or Pine Point, These are praiseworthy 

 Wodeertas efforts. I would think the multiplication 
of branches in suburban areas of large cities is 
involved in this question. In those cases there may 
be a lot of effort, but it is not particularly colourful 
pioneering work. 

MR. PATON: In general, our basic philosophy 
in opening branches is that we want to put them on a 
paying basis within three to five years. That yardstick 
is effective in the urban areas, and in the main city 
areas as well. We do not always achieve that, but on 
the average it is fairly close. | 

COMMISSIONER MACKINTOSH: What is the action 
likely to be if at the end of a period of five years 
the branch is still not paying? 


MR. PATON: Well, we examine the reasons 
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to try to see why it has not been as successful as we 
wntierpatea, There may be many reasons. Perhaps the 
particular location has not developed as anticipated. 
Perhaps industry has not reached that point, and which 
we expected it would when we first went in. Perhaps 
our representation in the form of management has not 
been exactly suitable to the location. If that is 80 
we will replace the manager and give it another whirl 
to see if that was the main contributing factor. I 
think it is fair to say that where theré are rppaarea 
losses with no indication of the trend being reversed 
we will then take remedial steps by possibly sabbthe: 
out the branch concerned. | 

COMMISSIONER MACKINTOSH: That is a fainly 
rare occurrence, is it not? It is a rare thing to 
find a bank backing out altogether? 

MR. PATON: I would say, generally speaking, 
that it 1s not tod.common. | 

MR, MULHOLLAND: rT think it 7 been generall 

the experience, if I may add to that, Dr. Mackintosh, 
that in many cases -- perhaps in most cases, and <. 
certainly in the cities -- if an opportunity to open\ 
a branch occurs in what is obviously a pojentiel field — 
to the bank for a profitable unit, or the opportunity 
occurs to opén a branch, for instance, in ‘ ma jor of 
building or a commercial building, then advantage is 
taken of that eppertaarty. it that épportdbity is 
passed up by oh@ bahk then I am quite safe in saying 
that at ledst one other bank would soon assess it as 


being a profitable unit for the future and would not 


rea 
. are < 


Ge 


se stent 


sdt agsdiel =. 8aoeest yean sé yee or0dT | idedeqtottas 
.bedaqhohins es peqofeveb soa aa aotteool telwotsaag 
Mote bue <tatog tert bedoney ¢om aad gutesbat aqsdr04 
eqatitet .ab geew dertt ow aerdw blaow tt bedoogxe ew 
ton esd themegeaem Yo mrot ont mt aoldatacestqes 20 
oe et dedd 21 «motteool edd of sidettue yidosxs ased 
fxtdw seddens ot svta bas xepsina edd soslqet fitw ow 
tL notes? gatdudtatmoo atem ed? acw todd IL 99a 08 
deveined axs ores stody tedt yon ot siet af oy wate 
besiovet gated bastt edd To colseartbat om sitiw sesaol 
getacts yldleaod yi aqsda (sibemou sass aod {iiw ew 
_bomrgcaoo domard edt tuo 

yinted 6 et dadt HROTUIMOAM ABAOLSSLMMOS 
of gutdt etet 2 at 32 ftomt£ as _ 2 08 91THOLO OL8% 
eyentemotie +yo gatvosd sned 6 batt 

<aalNeags yltiarsnog .yse Sinow ~ «<MOTAD AM 


_tommood@od tom el ot tad? 


tfexeuss need esd 32 antes T :QWALGOHLOM JAM 


deosatiosk . 10 todd ot Dds vem T 4L ,eonettegxe ond 


« bee ,seaas taom mt aqerirsg -- ageso ynem at tedt 

/ gogo of estintupate ne th -- eetito edt af elatesieo 

_ bhets Latvas ye . ylavotvde et ted” al sigoe° donexd 6 
ie s4¢ ta .tinw efdatiiesq 6 xo? aned ond oF 
sot amt 6 at goasteat not .fomeid 6 s6go od axvooo 
pe egernavds sed? ,uatbitud Lanonemnpo e 10 gatbliod 
el gd iautaegns. veid 2. cétundseana ged? ‘WR ooodet 
galyes al etee etiap of t cett vded sho yd ge bokesg 


as 7t R6e2G8 Moor blvow Amad wad30 do teheol ga vads 


ew es Iutavodowe an ased tom aed dt tie e698 oF wot | 


Nethercut & Yang » S7TN6 — 


Torente " Ontario 


hesitate to take the place of the bank that was hesitant 
in going in. 

COMMISSIONER MACKINTOSH: Yes, I am quite 
clear that competition, or potential competition, forces 
the pace here. The question is whether it forees it too 
far and too fast. 

MR. MACARTHUR: JI have some figures here, 
and it is interesting to note this comparison of branche 
versus population. In 1955 there 4,246 branches includin 
Sub-agencies in Canada,and the population per bank at 
that time was 3,697. Im October of 1962 there were 
5,312 branches and sub-agencies, and the population 
per bank was 3,496. The number of bank branches has 
remained fairly static with reference to the growth 
in population. The rise in population has caused a 
similar sie to occyr in the number of branches. 

MR. LOUIS HEBERT: Perhaps at this time 
you would iike to have the opinion of -- I shall not 
say a small bank -- a bank that is smaller than the 
others. | 

COMMISSIONER MACKINTOSH: A PE ees 
important bank. 

MR. LOUIS HEBERT: Yes. In speaking before 
Mr. Leman I should mention that I remember that Mr, 
Leman's father was my first general manager, and when 
I became many years ago the chief gesevntskimehes 
bank he was also my first president, and I pay tribute 
to him. 

COMMISSIONER LEMAN: Thank you, Mr. Hebert. 


MR. LOUIS HEBERT: We are glad that generally 


a Yo ag’ ray a hn - e el SD: ae? aa, 2 Mn a , 
+ 


' 


- odr8 - ght > erpdal® 


sraie® ne? 
| tuatbesd sew tend 2aed aris 30 epete edt sist of otstteed 
y , at gatog at 
stiyp me I .8eY : HEOLMI ROAM ABMOLE2IMMOD ae 


meoro?  aolsitegmos [stiastog zo ,golsitegmoo gedt ss9Lo 
oot tf esovet st yeddedw al nolveeup edt .e1ed eosqg saz 
.test oot bas 182 

sted aenugtt smor eaved L >SUHTHAOAM .AM 
edomerd to moatisqmos eldi ston ot gutdseretal st ot bas 
atbyfont esdomesd G¥s,# sieds aael mk .motteluqog asateVv 
+s xaed sq anoltssluqog adi bae,sbhsaso af ae tormegs-due 
ayew ousdt Soef to wedetod al -YCd,€ esw omits tadd 
goidefuqog eds Bre ,esionsge-due bas aedonsid SLE.C 
esd eottonsad ansd io tedawn ect ,d@!.€ eew Ansd 19q 
atwong si al gonaceten dtiw otiste yixtsi beatemet 
6 bseveo eed noltsiugeg at seit eit ,gotdeluqeq at 
wedonetd lo rome oid at wooo ot seta teltate 

ent? eldt ¢6 aqedvei <TAiGan Gt0Od . AM 
ton [fede I -- to aoltaigo ait sven oF elf biuow Moy 
edt aedt velleme et tects Aasd & ~~ zaed [Leda 6 YSs 
-er9dto 

tud [Lema A sHZOTMLADAM FAMOTL ASL MMO 
wasd taetxrogat 

exoted antasegs cl «sox :TAHEGH 2IVOU .AM 
<M dedt 19dmemet I tedt cotdaom biveds J asmet 1M 
med bas .tegecen Letensg teuti yo Sow qedvst e' aemed 
qm fo saeteyoons totdo oft ogs siHey asm susosd I 
etudind yeq I bas .Jjachineng textt yw eels eew og aaed 


ald og 


daedeH .2M .woy MaedT :WAMad FaMOT 2eLMM0D 


Netherent & Young - 8147) 


Torente, Ontario 


1] bank interest rates on deposits and on loans are closely 
2 uniform. It facilitates the operations, and the 

3 competition we have received froother banks has cer- 

4 tainly been fair. 

5 Perhaps in Quebec we face more competition 

6 than the others from the near-banks. Their represen- 

7 tatives have told you that the bhertenes banks should 

8 be closely controlled, and that our maximum rate should 
9 be fixed. For themselves I suppose ebay say that they 
10 can control themselves very well. Many years ago 

11), it was the same. It was Mr. Leman's father who said 

12 that the caisses deridiatsan were in a way the cofaplement 
13 of banks, and now they are 15 times more important 

14 than they were at that time. We hope that the near- 

15 banks willibecome subject to the same regulations that . 
16 we are subject to. They are doing bahking business. 


17 Perhaps in the future the *banques populaires" will 


18 ‘be applying for membership in the Canadian Bankers! 
19| Association. 


20 || It 1s my hope that this will encourage them 

1 to give the same services that we are giving now. When 
/ 92) ‘that happens everybody will be happy because thes will 

be subject to the same regulations and to the same cash 
reserves as we are, and they will have, no doubt, tre 


{ privilege that they mention we have of lending 124 | 


-- pezphaps because I am not an economist -- but perhaps 


it mé@ms that 


23 
4 
. ‘ 
—(%6 times the amount of deposits. I cannot understand this 
27 
28} /when we lose deposits we are losing 123 times the 

29 


privilege of making ioans. 


In any event, I hope to see that the near- 


oY : a _ a oo ee 


- We - ged & wombs, 
sivann® strove? 


gleeeto os ensol mo bas adtaogeb ao koter taetesat yaed 
edt bas ,saolisisgo edd estedtitost tI oro DL eas 
; geo eet exasd 18cdto wort bevieoset oved ow sotsiiseqmos 
| tie? ased yiates 

nelétieqnos stom O81 SW osdevO at eqedred 
-aezerder ttedT _exued-ree odd got? atedto ed? asds 
biyode evyasd betetredo eit teadd woy blot eved sevitet 
Hilworda stot mumLxem IO ted? bas ,bellortaoce yisaolo od 
yo? apie yse ysds ssogque I cov leament ‘10% -bextt ed 
ogt erasy vitsh _Ifew yrov aovisensas fLorsaos aso 


bres odw tedts? ataemad .°M @ew tT . Smee ent esw ot 


| ¢yemeiqdoo edt yaw & mk sT9W aentairqod sexaiao ond tadd 
' gandrogmt otost aamid CL evs yout woa base _ eamed® to 
-ggac sid tedd eqod oW omhd gent ta stew yod? meds 

sede eroiteliveet amea ait of fostdua. smooed! Litw adaed 
.enontend patoidsd gatob ete Ys ,ot toetdva e168 ow 


crew “senieluqog asyoned* ett eustat ony at eqanited 


tanewnAd metber@O edt ot qivarsdmem tot gaiylags ad 
gottetooasa 


Wend egetroone [lin etd gedit egod ym ef ST 

aedd .won guivig ors ew tads asotvise amee oft avig od 

| iiiw eed? seyeoad yarsd od Iitw ybodyteve aneqqed sends 
dgeo omse odo of bus anotislvyget suse edd of tootdve od 

ou Jdwob on . Svat tliw yods bas ,918 9W 86 asv1e 88% 

esl gatonst So eved sw aolinem yeds ted? szgeliving 

elds bawtere bat toames I .atteogeb to ¢awvome ond aomit 

aqudtsq gud -- selmomoos a6 toa ms I semweoed eqerageq -- 

fact ecwem ot 


_gdt eomts #61 gntsol o15 9w atteaqeh 920l ow sodw\ — 


_sneot guises to ggelivizg 


Nethereut & Young ~ 8148 - 


Toronto, Ontario 


banks in the future will be made subject to the same 
regulations as we are. 

COMMISSIONER MACKINTOSH: I think that is 
very relevant, Mr. Hebert. I think some of my 
colleagues will want to pursue that discussion further 
later on. What about competition in hours of business? 
This touches the near-banks. They follow varied hours 


of business for competitive reasons. 
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MR. WADSWORTH: Is that the question? 
I think it is a factor, hie question of hours of | 
business. We in the banks have studied it for 
quite some time and actually we have tried an 
experiment, you might call it, in a number of 
shopping centre areas, which have a bearing on this 
branch expansion program ef staying open fer extended 
periods, but it didn't seem -- based on that limited 
experiment -- to be an important factor in the 
cheice of an institution, but I would suggest that 
prebably it is mere important in seme areas than- 
it is in others. 

COMMISSIONER MACKINTOSH: You are, 

I would gather, quite free to establish what hours 
eof business seem desirable for banking? 

MR. WADSWORTH: Well, eat, sub ject 
to the days that we must remain open for business. 

COMMISSIONER MACKINTOSH: Yes. 

MR. WADSWORTH: I think that we would, 
if pessible, like the privilege of -- in addition 
6b SPestng on Sunday -- to have the choice of some 
other day. There might in time be areas where 
you would open on Saturday and clese en Menday, 
in the habits of that area, which weuld give it 
mere freedom. 

COMMISSIONER MACKINTOSH: This is 
something you think mest of the banks will continue 
to experiment with? 

MR. WADSWORTH: Yes, and I think 


we will continue to watch it very carefully. 
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MR. BOYLES: In considering this 
particular point, one has to ‘take due consideration 
of the existing provisions ef the Bills of Exchange 
Act. We may very well have te seek seme revision 
of the respective sectien. The Bills ef Exchange 
Act names the days, and there is a preblem there, 
but that alse is under study. 

COMMISSIONER MACKINTOSH: It wouldn't 
affect the hours, hewever, within a permissible 
day? 

| MR.BOYLES: Not from the standpoint 
ef providing the normal services. 

COMMISSIONER BROWN: How about 
competition in hours of business, net in the 
context in which it was answered, which was as 
between banks and other financial institutions, 
but as between ene bank and anether bank. You 
compete new on location; why den't you cempete on 
heurs ef being epen with ene anether? F 

MR, WADSWORTH: TI yoineles do compete 
in hours of being open, but there again I think 
that any change by one bank, if it gave them a 
competitive advantage, would be quickly followed 
by others. 

COMMISSIONER BROWN: Has it been 
tried? 
| MR. WADSWORTH: Yes, it has been. 
MR. MULHOLLAND:! In certain areas 
in the large cities, particularly in Montreal, the 


chartered banks have had to compete <on certain hours 
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in the evening; Friday evening, for instance. 

COMMISSIONER BROWN: Did they all get 
together and agree on this, or did one try it? 

MR. MULHOLLAND: No, it was ee! tine 
banks in that particular area where the banking 
habits were thought to be different. 

COMMISSIONER MACKINTOSH: But did all 
the banks in that area try it? ' 

MR. MULHOLLAND: Yes, all the banks 
tried it. 

MR. WADSWORTH: May I just add to that. 
It could be done, and there are differences in times 
between different areas; I mean, mining areas, for 
instance, to meet payroll requirements and a bank 
or banks may stay open at different hours, but 
between banks and with the exchange of business 
between banks by individuals, I think you could 
run into quite severe difficulties with encashment 
of cheques and certification of items if you didn't. 
have a uniformity of hours within a set area. 

MR, MULHOLLAND: This also involves, 

I think, a question of staff. We have to compete 
in the market for staff, and the working hours 

in any other financial office or an insurance office 
must be more or less matched by the hours that the 
staff in the bank are expected to work and, indeed; 
there are labour laws in most provinces to protect 


these staffs. 


There is so much work to be done before 


the bank is opened and so much work to be done after 
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the closing hour, and therefore the hours of opening 
must be compressed into a certain area; otherwise 

it would mean employing overtime staff or additional 
staff for special duties, which would increase the 
costs of our services quite importantly. 

COMMISSI ONER BROWN: If you had 
automation, if you got these things done automatically 
and more quickly, 1t would mean that the public 
would have longer banking hours? 

MR, MULHOLLAND: OQur studies are not 
quite complete on that point. This question of 
electronic data processing still has considerable 
mystery for us in that area, but I think that what 
these new procedures will do is that it may enable 
the staff to handle a greater volume of work without 
too much of an increase in the costs. I don't 
think it will reduce the working hours for any 
offices, particularly the larger offices where 
the equipment will be most convenient. I don't 
anticipate that, but it could happen that the 
larger’ offices might be able to get along for a ¢ime 
with fewer staff, but then with the growth in the 
banking business that slack will undoubtedly be 
taken up. 

MR, WADSWORTH: I think -- if I might 
add something in that connection -- that it is a 
question of providing the services that are required~ 
in the time that is required, and to the best of 
our knowledge, with our periods of opening later 


on Fridays, that we are not aware of any area where 
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we are not providing the service to the public that 
they feel is necessary. I think if conditions 
change that hours may change as well. 

COMMISSIONER MACKINTOSH: Does that 
mean you do not feel that this is a fairly influential 
factor in the competition of the near banks with 
you for deposit business? 

MR. WADSWORTH: We haven't felt so 
up to this time, although it is a subject that 
is so current, our ideas or our plans could change 
at any time, 

COMMISSIONER MACKINTOSH: The obvious 
and striking thing, of course, about our banking 
system is the small number of our banks. What. 
prevents, say, a subsidiary of a foreign bank from 
being, set up in this country? 

MR. WADSWORTH: Apart from the 
requirements imposed on corporations for obtaining 
a charter for a bank and meeting those requirements, | 
I think the biggest factor would be that under a 
national banking system such as ours, our wide 
distribution of branches, in order to compete 
effectively and on a national scale it would require 
@ reasonable branch : representation and that 
would take a considerable amount of time as well 
as, I would suggest, a large amount of capital 
before one new = could be entirely competitive, 
although we have seen evidence, as you are aware, 
of new banks being chartered in Canada, and of 


which there is a representative at the table this 
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afternoon. 
COMMISSIONER MACKINTOSH: Yes, but it 
is not very frequent? 
MR, WADSWORTH: No, I think that there 
may be other reasons, but the reason I mention 
is probably one of the more important considerations, 
COMMISSIONER MACKINTOSH: The 
required minimum capital requirements of the Bank 
Act, but I take it this is not a necessary 
restriction, regardless of the Bank Act, if 
you are going to start a bank with that amount of 
capital or more? 
MR. WADSWORTH: I wouldn't think’ so, 
COMMISSIONER MACKINTOSH: Have there 


been any attempts or indications that other 


financial institutions ate tempted to break into 
banking? | 


MR. WADSWORTH: You mean by applying 


for a charter or doing bank business without 4. | 
i 2 aad Cs a ib 1 a i we my wy bi white f vA Ce. crt sisi ae whe ignaol qt Ki i la uth 


(2 


charter? 
| COMMISSIONER MACKINTOSH: . Applying 

for a charter, Through the front door, a’: 

MR. WADSWORTH: Not to my knowledge, 
Dr. Mackintosh, although if anybody can add to that 
I am sure they will. I have no knowledge of such 
a thing. 

COMMISSIONER MACKINTOSH: You think 
the main obstacle to carrying on a banking business 
under our system is that you have to set up a 


considerable network of branches and get, as it were,. 
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a Sales and service force over a wide area and that 


se 


this 1s a costly and somewhat speculative venture? 
MR. WADSWORTH: And would take curve 
a considerable amount of time. I think that is a 
factor, although, as we have mentioned in our brief, 
we feel we are subject to very direct competition -- 
and that is why I asked the other questinn as a 
result of your question -- by those who have not 
obtained a charter as a chartered bank, and obviously 
we can only assume that they are operating in the 
way they wish to without it, 
MR. BOYLES: It might also be fair to 
Say, because of the manner in which the current 
group of chartered banks are serving the country, 
it- must prove to be sort of a discouraging factor 
to any hanes bank or others who might like to form 
a Dank here; in other words, if the chartered banks 
are pasereié an excellent service now and have 
equipped the country with this wide range of branches 
and we do feel that they are providing adequate 


service, efficient service. 


COMMISSIONER MACKINTOSH: I think that 


< 
LS) 


is true, Mr. Boyles, although it is not always the 
keynote of the speech at the annual meeting! 
This is so hangrevenexe) we wouldn't think of looking 
at it! 

Coming back to the questinn of rates, 


with which I started, I notice that changes in rates 


on deposits are, I think, usually announced by the 


a Se 2 


Canadian Bankers! Association and I take it, therefore, 
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are agreed to by them, and you point out that other 


lending rates of various terms tend to be pretty 


uniform, which you contend is the result of competition. 
Your rates on foreign currency deposits, I think, 
vary more than your rates on domestic deposits, and 
are not uniform unless you catch them at a particular 
section. 

Why is it possible or necessary to. 
operate with very flexible rates in these foreign 
currency deposits and with very sluggish and 
uniform rates on the domestic deposits? 

MR. SHANNON: I think suncuuuges to 
that is in the international deposits we compete 
with the world markets and have to meet the rates 
financial aeiaas, and these rates et from sag 
to day and.we Must meet them, At any given point 
any group of Canadian banks probably would quote 
almost the. Same rates... ee 

MR. BOYLES: And also there is no 
ceiling on the prospective lending rates. 

MR, WADSWORTH: I think I should also 
add, if I may, that there are wide fluctuations 
and I think it is probably the supply and demand 
in the dollars that relates to a great deal of these 
non-Canadian dollar deposits. 

As to the point you mention as to 
the Canadian rates being uniform, I would like to 
make a comment on that point. It is true on deposit 


rates, relating to savings accounts and the like; 
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they are announced through or announced by the 
Canadian Bankers' Association, and the reason for 


that is that they apply uniformly throughout the 


country, and we think that that is another advantage, 
change 

that the savings rate/is not confined to certain 
areas, cor in the bigger financial areas ,tasvit 
affects literally millions of customers, but the 

fact that they are announced by the Canadian Bankers ‘ 
Association does not imply that the rate is set 

by the Association as such. As I mentioned earlier -}- 

COMMISSIONER MACKINTOSH: I did not 
assume so, but if they are announced with one voice, 
they are agreed to beforehand? 

MR, WADSWORTH: There are discussions, 
obviously, that go on beforehand, and I think in 
practically every case where there is a change of 
rates in any of the major areas it has been initiated 
by one bank that felt a change should be made and 
we are prepared to make it. 

In the Canadian situation I think 
there we are dealing with a soméwhat retail basic, '; 
as against large wholesale blocks of money. In 

receipt ( . 
the Canadian deposit i1/.. area we are dealing ma 
larger Poa Me rates vary fal ¥e arven in 


relation to the general market rates, treasury 


bill rates, and the like. 


COMMISSIONER MACKINTOSH: (" not the 
banks act pretty well in agreement in regard to 


deposit rates on corporation deposits, Canadian 


corporation deposits? 
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1 MR. WADSWORTH: Cn these deposit rates 
2 I was speaking to you about? 
3| COMMISSIONER MACKINTOSH: Yes? 
4| MR. WADSWORTH: Yes, up to the; period 
5) of one year, although there again the changes in 
6 the rates I think are invariably suggested or 
7 brceught about by one bank advising the others 
3| they are going to make a change in the light of 
9 what may have happened to the short-term money: rates. 
10 Above a year you might well get two quotes from 
11 two different banks, although I would think they 
12 both would quote pretty well on the market, but 
13 these rates are not uniform. 
14 COMMISSIONER MACKINTOSH: Well, I am 
15 less concerned with whether the rates are arrived 
16 |, at in the market, or to some degree by agreement, 
17 than I am in their flexibility and sensitive 
18 response to monetary conditions. 
19 Now, would you expect that assuming 
20! for the purposes of argument, assume that the celling 
1 on lending rates is removed -- and this, no doubt, 
22 would affect other rates ~- would you expect it to 
| add substantially to the flexibility and sensitiveness 
a of not only lending rates, but deposit rates? 
I 


MR. WADSWORTH: I think that it would. 
I think that the wider area would naturally lead 


to that answer, 


COMMISSIONER MACKINTOSH: Now, you 
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have to remember that in the last half dozen years 
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Torento, Ontario 
rates were restrained by the ceiling and the pattern 
was undoubtedly affected, but prior to that there 
have been long periods in your system when the 
ceiling was something that could be neglected, 
it wasn't of much practical importance, and my 
recollection is that the record does not show any 


extreme sensitiveness of other rates in the system, 


y er OM lceste, ee ‘ ‘ Wb te 4, \ ' Soon Gat) aR : 
MAMAS AMS Beal PY eae Nir SOE AN) Atta neti th! limlaroe'd Gan en ated pate SARA A A Rl gat ap Oe BS 


Pe er NO mar oa 
ih ete at 


8 


» 


_e FF 8 


See 


ee eae 


dl 


: ig aa tohiq dud psi a gtbese 
edd medw meseye WOW nt abobxeq gnol need § 
| \petoslgem od pinoo sant anidtvemoe asw oabsile ‘ 
ym bre .sdedrogmt Lsoftostq towm tos) sesw or 


qns wode tom aeob broser ont tsadt ef aoftosllosst 


smoteye odt af ests xedto ‘to deenevidiedse ‘enisidxe 


<= 
7 


: 
ang 
/ 


ene 


ia 


t 

1 
i; 
] 

a. 
| 
| 


ad real eo yore fei ieshihont Deg jelyner 4 , Oe per he ate pc eeaacyi “Oe dey gy ate oer 


| 


Nethereut & Young » 8160 «= 


Torente, Ontario 

MR. WADSWORTH: I think in the latter period 
you are referring to, Dr. Mackintosh, while there may 
have been long perfods with, say, slight or no change, 
let us say, in the prime rate , there was a wider range 
of rates applicable. 

COMMISSIONER MACKINTOSH: Yes. 

MR. WADSWORTH: If we take the period from 
1944 on to 1954, there was a certain stability 
then in minimum rates throughout the financial picture. 
For most of the time the bank rate remained at 14 
per cent and went to 2 per cent; the Savings rate 
varied from 1g to 2 per cent; the so-called prime rate 
remained for practically all that period at 44 per cent. 
However, within that Pargze there was a relatively wide 
range of rates. There were rates on Special government 
guaranteed loans and security loans that were below 
the prime rate; there were other rates that were above 
it. I think competition had its effect at the top end 
because the whole level of rates was lower, but the 
range was considerably wider in that period than it 
has been in the last few years. 

MR. NEAPOLE: During that particular period 
of time there was, in fact, a very restricted money 
market compared to that of today. My suggestion is that 
without the: 6 per cent figure there would be much 
more flexibility afforded to the whole money market, 
whether chartered banks or near-banks or the day-to-day 
money market. There was a wide Smead between the 44 


to 6 per cent. There were various little divisions 


in there. 
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COMMISSIONER BROWN: If this 6 per cent 


ceiling were removed you obviously think there would 
be a return to this sort of situation. Do you think, in 
the same context, that call loans might then really 
become call loans? I am thinking of the loans to 
investment dealers and stock brokers. 

MR. NEAPOLE: That is a different question, 
is it not? 

COMMISSIONER BROWN: It is all part of the 
Same question. 

MR. NEAPOLE: Do you mean call loans would 
become real call loans? 

COMMISSIONER BROWN: You are talking about 
the fanning out of the rates and kinds of loans and the 
money market and loans. In between there are call loans 
of investment dealers which are not quite as much 
call loans as they are in New York. Do you think this 
would provide greater variety and facilitate the cash 
management of the banks themselves? 

MR. NEAPOLE: Yes, that is conceivable. I 
would look, perhaps, for more variation then. 

THE CHAIRMAN: If the 6 per cent ceiling 
were removed what effect would that have on the near- 
banks? As you say, the near-banks have not the 
metwork of branches that you have, and the network of 
branches gives yo great strength and contact with a 
very wide range of the public . The near-bankg 
today are competing because they have not the 6 per 
cent ceiling, to some extent. Is not that s0? 


MR. NEAPOLE: Yes, to a large extent. 
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THE CHAIRMAN: They are in an area 
which you are not able to tap because of that, 
« MR. NEAPOLE: Yes, 
a THE CHAIRMAN: Once you are able to 


tap fetat area, what would be the effecton the near 


banks? Would they be able to continue? 

MR. NEAPOLE: Yes, I weLLere they would, 
They definitely fulfill a certain function in the 
country, 

THE CHAIRMAN: I am sorry, I may 
have anticipated something. 

MR. WADSWORTH: I presume we will 
have a chance to“comment on that further, Mr, 
Chairman? 

THE CHAIRMAN: Perhaps if you want to 
comment on this now you should, 

MR. WADSWORTH: The only general comment 
I would like to make on it is that I think a change 
in.the ceiling would affect fife rates, It depends 
whether you are talking about deposit or lending 
rates, I do not think it would affect, to any 
material extent, the competition in the real sense, 
where both sides are playing under the same rules, 
I think the figures we have already submitted 
clearly indicate it is more than straight competition. 
Our relative share has been declining at a rather 
rapid rate, 

THE CHAIRMAN: I am aware of that, 
but at the present time the near banks provide ex. 


an element of competition, for what it may be worth, | 
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They do provide some competition, and in the 
banking system as such we have only eight banks 
now, and if the other type of competition gradually 
became less and, perhaps, eventually disappeared, 
the banks would find themselves in a much less 
competitive world than they are now. Would that 
be a good development or not? 

MR.’ WADSWORTH: I would not say that 
would be a good development, Mr. Chairman, but we 
have not, I do not think, suggested anywhere that 
we wish to restrict the so-called near banks in 
their activities and in competition which is proper, 
It is a question of being able to compete on some- 
what equal terms, I think the major ones are 
well-founded and sound, and I think are quite 
able to compete, However, we think that the 
financial requirements of the whole country could 
be better served if there was ed direct competition, 
without holding back one area. 

COMMISSIONER MACKINTOSH: I was 
interested in Mr. Neapole's view that development 
of the money market and other markets, aside from 
this other question of ceiling on rates, was 
tending to pervade the whole financial system; 
and, as I understood, it had a tendency to have 
an influence towards more flexible and sensible 
rates right through the system, 

I can remember, many decades back, 
When the banks began on short-term loans to the 
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them 3 per cent and 13 per cent was not too much 
to add to that, so 43 per cent was a good equivalent 
for a modern treasury bill rate. This was many | 
decades back, and I think you have had a gradual 
step-by-step development up to the present money 
market, and I assume this would go further, You 
have no desire to go over to the British system 

of rates, with fairly fixed links, where most 
rates move with the bank rate and not just in 
sympathy with it, but compulsorily with it, almost, 
Have you any views on that? 

MR. MULHOLLAND: I do not think that 
would be adaptable to this market, Dr, Mackintosh. 
The English market is a very closely knit one, 
and the rates there do tend to move with exact 
precision, almost, 

COMMISSIONER MACKINTOSH: Well, I 
gather that a lot of rates are stated as "bank 
rate plus 'x! ", 

“pes MR, MULHOLLAND: Yes. 
- COMMISSIONER MACKINTOSH: Down to 
a certain minimum? 

MR, MULHOLLAND: Yes, 

MR. LORENZO HEBERT: May I suggest 
that the condition in London is altogether different 
from the one we have in Canada, because they have 
such a big supply of international funds that 
go in and out that this supply has a much larger 


influence on the whole structure of rates than the 


smaller supply that we have here in Canada? 
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COMMISSIONER MACKINTOSH: Yes, it is 
quite a different market, | 
Ihave just one other question T would 


like to ask, Mr, Chairman, As far as T know, there 


has been little in the discussions so far about the 
nature and position of the Canadian Bankers! 
Association itself, The Association has, I gather, 
at least one formal function of iookine after the 
Clearing system. Is that not correct? Some other 
official functions that it did have in the distant 
past have disappeared, That is, aside from its 
being a form of Association among the banks, where 
they may discuss their mutual problems, has it any 
other official function than the clearing system? 

Is there still Justification for the special legis- 
Tation concerning it? 

MR, MULHOLLAND: Its main day-to-day 
function, I may state vary generally, Dr. Mackintosh, 
is that it is a clearing house for the exchange of. 
ideas between the banks, particularly the general 
managers who comprise the executive council of the 
Association, in any industry there is always a 
common interest in common problems, and how best to 
meet these problems is always of constant concern, 
to make sure in the case of the chartered banks that 
they are providing the service that the public requires, 
After all, the chartered banks are essentially a 

- Service industry, and I think that in the case of 
@ service industry it must be very alert st all times, 


to make sure that all segments of the public are being 


_- a PR 


= 7 _ a 

i - ae ipa 
c at de <8eY sHeOTMDO AM ®t Tec 00 - + hr i 
er jextaae copiers eel 


se 4 


sito sno taut, over Iv a <ot : 


piuow I noltaasp 
rome held 6 mM tes of ot 


sete wordt I se tet 2A 
aft guoda 1sT 08 anotsarcert sie nt oteerr need asd q 


tesexasd metbsnse eft 10 noteteog bas Ssutsa 


snedtes I .2ad aotaatooueh eat ~ toedt noltstooaeA 


sfz red is gotxoort 20 noftonyt famxet ono Yebol ws 


yenso sted ¢yosetics gon taat el mote ye gitiselo 
9 ¥" 4 tune: 
gneteth sid mi sveri bb Bl dens arnoltors't fstottio 


ath mott ebies .ab sant benssqqes th eved jesq 


atefw aimed oid arronms gotssroo#sA ‘to mrot s yated | 
yuna gt 38a > ama idorta taudins tient essoelb cam yout 


Swegaye gaiiseto odd Asey holvonwt {atottte tendto 


-e@iysi Latoegs edt wot mo- GeotE isan. ¢fitea etedd at 


edt amiaieonoo potest 


sauatgoram AM 
afesa yoo £ soldoast 


yab-oF-ysb ntam aeT 


dsotainosm <a Cy List snes x24 


Yo enmedoxe ort sot seuod satiseto 8 at vt tedd ef 


(stones ode Styefirstirad  eutried ond neewted asobl 


eit ‘to Lfomsroo evidnooxs anit sattquos ofw eToasnsm 


g eyewis et eyes vrdasbal YAS amt _motvetooesA 
¢eovetar mommoo 


ot aig wod bas vemeldotg sommon mt 


ee tastanoo to ayswis al emeldotq seeds soom 
cry a? z a 
ae giaad bexod tas edd To oas80 ons mi ores ex sit ot 


| sscxteos: “ptiduq edt ast cotyres ot gaibtvera sts Yor 


ets exnad peret Teds anv ‘crs 19 tA 


be 
f 


tne .vttebat sofvis 


8 ylistincess 


to Asad edt ot fers sintds 


pee * tic $s arels yrov sd ecm $b yrteubet sot 
an 


Nethercut & Young - 8166 - 


Torente , Ontario 


taken care of; and the only way to do that is to 
debate these matters freely. 
COMMISSIONER MACKINTOSH: Do not misunder- 
stand me, Mr. Mulholland. I was not suggesting it 
did not serve a useful function. That would not be 
sensible and it would be impertinent of me to suggest 
it. I was merely struck with the fact that it has 
had, over the course of many years, various official 
functions, I seem to remember it vnce handled the 
central gold reserve, and I have some vague recollection 
of its performing some ceremonial function of burning 
bank notes at one time. It had these official macoiicn 
which established it almost as a quasi-governmental 
association, and they have disappeared, and it is 
much more now an association among the banks for 
theirown proper purposes... I was just inquiring 
if you have any thoughts in that area, I think 
that is all I have on this area, Mr. Chairman. 
COMMISSIONER BROWN: One question on the 
Canadian Bankers! Association. In the act of 
incorporation it refers to: 
"Members of the Association shall vote 
and act in all matters relating to 
the Association through their chief 
executive officers. For the purposes 
of this Act the chief executive officer 
of a member shall be its general manager 
OF .CASRLOT 000 ab. 
Do you suggest that all you general managers should 
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Section of the act changed? Does this weaken the 
C.B.A., that the chief executive officers of the bank 
are not represented on it? 
MR, MULHOLLAND: To your first comment, 
Mr. Brown, there are many times when the general 
managers would welcome voting themselves out of 


this office! 


COMMISSIONER BROWN: Perhaps the president 
find it handy to have you there, 
MR. MULHOLLAND: That comment, of course, 
does not relate to presidents, 
To your second comment, the strength 
of the Association and what it does, what it 
accomplishes, is in no aided weakened by the fact that. 
5 ek aentebe “e are ‘the general managers of the banks 
DY Sivies= men the presidents, Is that the question 
that you are referring to? 
COMMISSIONER BROWN: Yes, 
MR. MULHOLLAND: Of course, as you 
are well aware of the historic situation in that 
regard, when the Act was passed in 1900 the presidents 
of the banks in those days, and until quite recently, 
were chosen from among the ranks of the directors, 
They were not professional bankers, if I may use that 
term. They were men of great banking stature, but 
they had not grown up in their respective banks, 
The situation today is that all the presidents have 
come up through the ranks of their bank and are 
thoroughly experienced in all phases of banking and 


they are, in most cases, the chief executive officers 
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I do not want to state an absolute here, 
but there are many pros and cons as to whether or 
not the executive council should consist of presidents 
or general managers, The day-to-day problems and 
responsibility of banking really, in the final analysis, 
revolve on the shoulders of management, To that 
extent I think that management should be the ones 
who have the day-to-day problems of the Association, 
Quite naturally, the chief executive officers of 
the banks, in their respective banks, lay down 
broad policy lines for the operation of those banks. 
If the executive council arrived at a broad policy 
decision at the Association level which was not 
compatible with the views of the chief executive 
officers of the banks or, indeed, of any one bank, 

we 

would be put 
into effect, But one of the most important responsi- 
bilities of the general managers who are the members 
of the cauncil is to have frequent meetings with 
the Governor of the Bank of Canada. He attends 
these meetings, and they are the quarterly meetings 
of the Association, I think it might be fair to 
say that the Governor should be talking with the 
general managers rather than the presidents at that 
level and on those occasions; and he should be talking 
to them on general and specific lines relating to 
the monetary position at the moment and, perhaps, 
to the trend of objectives, both near and future, 


of monetary policy, in very general terms, Also he 
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wants the general managers and asks them to discuss 
with him, in very general terms, the trends of banking. 

This is the high level operation of 
the Agsociation, but there are countless more routine 
matters that the general managers discuss at the 
Association level and among themselves, even when 
they are not meeting, almost on a day-to-day basis 
at times, and I doubt very much if the presidents 
would wish to devote that time to tuese matters in 
connection with the Association. That is the long 
answer, Mr. Brown, to the question, 

COMMISSIONER BROWN: I will throw another 
question out that has been tossed at us from various 
points of view, At various times people have 
asked why should not the Combines Act apply to the 


_ banks, 
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MR. MULHOLLAND: Apply to the banks or to 


the Association? 
COMMISSIONER BROWN: To the banks. 
COMMISSIONER MULHOLLAND: That would be in 
connection with the setting of lending rates. 
COMMISSIONER BROWN: Charges, deposit rates? 
MR. MULHOLLAND: I shall deal with lending 
rates first and then the service charges. Thete is a 
multitude of service charges. On ucnding rates the 
Association does not act in this respect at all. I 
think Mr. Wadsworth mentioned a few minutes ago that 
generally speaking one or perhaps two or more banks 
Sense that the prime rate, for instance, should be 
moved in one direction or another. There is never any 
meeting on a matter of this kind. They decide to take 
action individually and other banks follow. I might 
be able to describe more accurately that when rates 
are coming down,: if one bank feels that the rates should 
be dropped; igenéra liy Speaking the message gets through 
to the other banks that there is a change. I should 
not put it that way really, for the banks are all pretty 
much entune in a uniform way with what is happening 
and there is very little lag between banks and their 
adjustments of the rate schedule. This is observed, 
of course, in New Paihia ni one of the large American 
banks announces a drop in rate, and the oter banks 
follow. It is not necessarily the same bank each time, 
and in effect, Mr. Brown, that is what happens in 
Canada. You usually find that one bank evnounces @ 


drop in rates and the other banks follow. The bank 
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that drops its rates here, or any bank anywhere, if 

it was not very sure that that was the indicated trend, 
pretty soon . would have all the loans it could possibl 
handle and would not be able to take care of any more of 
its customers. It would be almost immediately loaned 

up and in a very difficult position. So, the decision 
is taken very deliberately and not to gain any 
competitive advantage. 

Regarding the Combines 4cc,I am not too well 
versed in the legal position but I question whether this 
Act would or does apply to an industry which supplies 
services. 

COMMISSIONER BROWN: It does not. That is 
the whole point of the question. 

MR. NEAPOLE: There is a legal opinion about 
that. 

COMMISSIONER BROWN: We are satisfied about 
that. I am asking you about the argument that has been 
put forth that it does not matter, because somebody 
Startsit and everybody else has to follow it. So, this 
is not an argument against making it applicable, or 
Some similar legislation. 

MR. MULHOLLAND: And, insofar as rates are 
concerned generally, it has been mentioned here before 
frequently but any rates that are established are 
Minimum rates, and when you are dealing with a prime 
rate as between 5-3/4 per cent, which it is at the 
moment, cad 6 per cent, your area of manoevuvering 
is pretty narrow, but when it is 4% per cent or & 


per cent you have lots of room to manoeuver around, 
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and therefore rates under those conditions are very 
competitive. They must be. 


Referring for a moment, if I may, to various 


other matters that are discussed at the Absociation 
level, which are rates and rules generally which do 
not include interest, either deposit or loan interest 
rates, these rates and rules generally are for 
services that the banks are supplying. 

I do not want to leave v.¢ impression that 
we are endeavouring to plead anything here, but we know 
that in a multitude of our services the costs of these 
services exceed, and sometimes to quite a substantial 
extent, the fees or charges that we make for these 
services. We are not able to charge fully. 

What I am attempting to say, Mr. Brown, 
is that we are not able to charge fully in each area 
of services which would enable us to recover the costs 
plus a reasonable pnqtia for that particular. service. 
Oaeeee are a multitude of thee matters, and the prime 
purpose of the batikers meeting in this way is to ensure 
that we are providing the services that the public 
wants at a fair and reasonable price, and that this 
price is applicable throughout the whole of the country 
and not just in certain areas. You might wish to add 
to these comments, Mr. Boyles? 

MR. BOYLES: No, I have nothing to add ot 
this stage. 

MR. NEAPOLE: The price of a lot of these 
services is set by competition from other sources such 


as safe keeping charges, safety deposit boxes of trust 
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companies, and so forth. The result is that even the 
smallest branch customers get the advantage of the 
competition in the centres where competition does exist 
with other agencies. 

COMMISSIONER BROWN: This is am argument for 
naving the same charges throughout the Royal Bank of 
Canada. 

MR. NEAPOLE: * Yes. 

COMMISSIONER BROWN: Bu. it is not an 
argument for having the same charges throughout the 
whole banking system, 

MR. PATON: I think the competitive factor 
between banks would answer that question as to parity, 
Mr. Brown. 

THE CHAIRMAN: We shall now adjourn for 
ten minutes. 

COMMISSIONER LEMAN: I have one question on 
this matter, Mr. Chairman. 

THE CHAIRMAN: Well, wé might come back to 
it. 

COMMISSIONER LEMAN: This is going to be 
very short. 

THE CHAIRMAN: Go. ahead. 

COMMISSIONER LEMAN: It is just something 
Mr. Mulholland said a minute ago which I think for the 
record it might be better to review. I believe you 
Said, Mr. Mulholland, that at a time when a decision 
is made to come down on loan rates, on the prime rate, 
initiative is taken, and this is not done to gain a 


competitive advantage. Do you mean it is not done to 
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gain a competitive advantage as between chartered banks? 
It must be done to meet competition from some other 
sources or to gain some competitive advantage somewhere. 

MR. MULHOLLAND: That is So, Mr. Leman. I 
am sorry I did not make that clear. 

MR. PATON: I was commenting, Mr. Brown, 
on your remark regarding the situation which permitted 
the charges in the one bank to be the same throughout 
but this did not necessarily apply vhnroughout the other 
banks. ‘The competitive factor between banks results 

\ 
in a parity of rates and charges for identical services. 

COMMISSIONER BROWN: Does someone else wish 
to comment on this? } 

NR. WADSWORTH: I presume we are going to 
come back to this subject after the recess, but I am 
Just not too clear as to what Mr. Leman said, or perhaps 
I missed what Mr. Mulholland said. Idid not get the 
remark that rates come dowh not because of competition. 
I can confer with him at the break. 

THE CHAIRMAN: I should like a little 
Clarification on this myseif. Perhaps with a break 


of tem minutes we can come back to it. 
--- Short recess. 


THE CHAIRMAN: We shai. now resume. 

MR, MULHOLLAND: Mr. Chairman, may I please 
add a sentence to my remarks just before the break? 
I should have been thinking in the area of monetary 


policy, and tunis may answer a thought in Mr. Leman's 
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mind. One of the prime objectives of monetary policy 
is to register a relatively uniform response in the 
area of lending rates generally, and therefore bank 
lending rates must act in a general uniform way within 
a relatively short period of time, 

THE CHAIRMAN: May I ask this question? I 
am not quite clear about this. Just how is the prime 
rate established? Could you describe the steps that 
may be taken or whatever may be done to establish the 
prime rate? 

MR.. MULHOLLAND: Are you referring, Mr. 
Chairman, to what classificatias of borrowers are 
entitldd to a prime rate? 

THE CHAIRMAN: No. How do you fix the 
prime rate of whatever it is now -- 

MR. MULHOLLAND: It is 5-3/4 per cent. 

THE CHAIRMAN: How do you establish 5-3/4 
per cent as the prime rate? 

MR. MULHOLLAND: I can say that 5-3/4 
per cent under today's circumstances is in line with 
other rates that have an effect on that decision. 

THE CHAIRMAN: Yes, but who decides that? 

MR. WADSWORTH: May I add a comment, Mr. 
President? 

~ MR. MULHOLLAND: Yes. 

MR. WADSWORTH: I mehtioned it earlie. but 
I would like to mention again that I think the ra’e is 
decided by one bank. It may be.-that two banks ars 
thinking along the same line at the same time that dt ° 


would be appropriate in line with interest charges to 
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make a change in the prime rate, whichever way it might 
be, and a change is instituted in the rate. On some 


occasions there are discussions as to the implications 


this might have upon other rates, but it 18 initiated 


by ome or more banks thinking along the same line, 


THE CHAIRMAN: Yes, that may be. I take it 
that’ the banks come to it eventually and agree or are 
perhaps forced to follow the Same rate, but surely one 
bank does not out of the sky Say that 1t 1s going to 
establish a prime rate of 5-3/4 per cent, and then 
all the other banks follow automatically? 

MR. NEAPOLE: All that I can say is that 
although I was not here at the time, as I remember it 
there had been a second reduction in the Bank of Canada 
rate. You form judgments about these things, and you 
say to yourself ahd your group of committee within your 
own bank and so forth) "It is time we reduced our own 
prime rate." Having made this judgment you tell the 
other banks you are going to do it, or as a rule you 
tell them. In this particular case we did and we said 
that we were going to announce a reduction of a 
quarter of one per cent effective November 16, and we 
made our announcement. More or less Simultaneously one 
of the other banks made the same kind of announcement 
and said effective November 15. That got us into variou 
mix-ups with divided accounts and so forth, but we 
stuck to our original effective date of November 16. 
But you do arrive at certain judgments in these matters. 


THE CHAIRMAN: Well, your bank arrives at 


that judgment entirely on its own, 
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MR. NEAPOLE: Yes, sir, in the initial stages 

THE CHAIRMAN: And it is not mepessarils: a 
a result of consultations with other banks at all? 

MR. NEAPOLE: No. We decide that it should 
be done, I can remember a case which is vivid in my 
memory where a certain bank president called another 
bank president and just said that he was going to reduce 
the 5 ae that was that, 

THE CHAIRMAN: Is that the usual procedure? 

MR. NEAPOLE: It is not depends 

THE CHAIRMAN: But what is the usual procedur 

MR. NEAPOLE: Well, I would say that perhaps 
that is more usual than uncommon. 

MR. WADSWORTH: I think the distinction, Mr, 
Chairman, might be that at this time in this area orks 
consultation that a bank will make a decision as to 
what it is going to do and then it may. advise the other 
banks in consultation, and an effective date may or may 
not be decided upon but the decision is arrived at 


before there is advice passed on to the others. 
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COMMISSIONER LEMAN: But that is on the 
down-swing in rate. 

MR. WADSWORTH: Or on the upswing. 

COMMISSIONER LEMAN: On the upswing: do you 
say that if one bank that is a significant factor in 
this system says 1t is going to reduce the prime rate 
the others cannot do very much but follow? If one 
bank all of a sudden feels that the rate has to go 
up it is not quite so certain that the others have to 
follow, is it? 

MR. WADSWORTH: No, it is not. 

COMMISSIONER LEMAN: Does it take its chance, 
or what? 

MR. BOYLES: Perhaps I might add something 
in that respect. Usually, the corsiderations that prompt 
a bank to suggest an upward or even a downward revision 
of the prime rate have in mind the factors at the time. 
In other words, it might be a case of money; it might 
be competition; or it might even be a signal through 
Bank of Canada sources, There is usually something 
that prompts the same thinking, and then it is fair 
to say that the banks do have engagements and discussiong. 

THE CHAIRMAN: Yes, but would one bank raise 
the prime rate if it thought all the other banks would 
stay at the old rate? 

MR. BOYLES: I would say this, that usually 
the same considerations prevail. In other words, what 
affects one bank at a time usually affects the others, 
and it seems to be automatic that they should move 


together. 
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COMMISSIONER BROWN: May I ask a question 
here? Do you say that the points that cause one bank 
to suggest an upward revision -- to whom is this 
suggestion made? 

MR. BOYLES: It would be among the banks. 

In other words, they would prompt the discussion. 

MR. NEAPOLE: I can say something, speaking 
for myself, in respect to this matter. Suppose, for 
the sake of illustration, when this tight money business 
started our prime rate was 5-3/4 per cent. Having regar 
to the rate at which rates were going up I would have 
had no hesitation in suggesting to my 
committee that we go to 6 per cent regardless of what 
the other banks did. 

MR. MULHOLLAND: If I might add to that, Mr. 
Chairman, I would say it is my view that considerations 
Suggesting increases in the prime rate are usually 
because of very compelling reasons, such as the fact 
that loanable resources are tightening up. The reverse 
would be the case if loans were going down. Banks are 
anxious to make loans, and that would be another 
compelling reason for all banks to act more or less at 
the same time. 

MR. BOND: This is the case in most other 
countries. You find a conformity in rates, and the 
rate adjusting itself very fast. 

THE CHAIRMAN; I am not surprised at finding 
conformity of rates. I think that that would almost 


inevitably follow. 


MR. BOND: They usually follow the big banks 
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THE CHAIRMAN: On the other hand, I would 
have thought there would be in this type of business 
a degree of discussion about it. However, I may be 
entirely wrong. 

MR. PATON: Perhaps I could speak to that. 
If I reve given you that impression then I will say it 
is not exactly correct. But there is undboutedly 


discussion between the banks. The same factors-affect 


all of us in practically identical aegrees, possibly 
dependent upon the constitution of the ais Meas bank's 
liabilities. An increase in, perhaps, the savings rate 
might be more effective in one bank than another. 
Likewise, on the other hand, on the lending rate one 
of the important factors might be as between the rates 
we pay and the rates we collect. I do not think there 
is any magic in arriving at a decision as to whether 
November 14, or November 15 or November 16 was the best 
day upon which to make an adjustment. The matter is 
that the adjustment would inevitably be made in the 
light of the monetary situation and the trend at the 
time. There is undoubtedly full knowledge as to the 
thinking of each bank with respect to the rate adjust- 
ment. 

THE CHAIRMAN: There is full knowledge --- 

MR. PATON: Pardon me; there is knowledge, 
but not full knowledge, of the actual thinktfig of the-. 
banks, There is general knowledge of the trend 
because the same factors are affecting each one of us, 


Tn CHAIRMAN: What about the other rates? 


How are they established once the prime rate is 
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established? Before we leave the prime rate, the 
prime rate is very, very seldom changed, is it? ”. 


Once a certain rate is acknowledged, no matter hew you 


arrive at it, and once it becomes set as the prime rate 


’ 
it generally stays there for 4 long time) does it not? 
MR. NEAPOLE: Depentiing upon conditions, 
We have had some fairly quick changes in the past. 
There is a list of them here. But, it becomes the. base 
rate for all the others. As a rule, charitable 
institutions have one-quarter of one per cent less or 
Something like that; provinces possibly have a quarter © 
of a percent less than that, and so do different 


ye 


municipalities. They all fit into a framework which 
through the years has become, let us wag picture 
of their own rough position in the market relative 
to one another. 

THE CHAIRMAN: Then, the other rates are 
all relative to the prime rate? 

MR. NEAPOLE: Yes. 

THE CHAIRMAN: I suppose the scale of rates 
is the same with all banks? 

MR. NEAPOLE: Yes. 

MR. BOYLES: May I ask a question? When you 
Say "all other rates", do you mean the rates on 
deposits? 

THE CHAIRMAN: No, loan rates. 

MR. BOYLES: I would like to say -- and, 
perhaps, put some emphasis on it -~ that this so-called 
prime rate is a minimum rate. In other words, it is 


a fluctuating 6 per cent ceiling when there is something 


[ae 


edt , ster omizg sco ayeel ow Broted  &bedet 


Net! at bognedo mobioe yrov .vrev et stet om! q 
dr99 6 9900 


yoy wot totJam Of _pagbe Lwousse at otex ats 


(ster smiag sid es 394 noamooed ¢i somo bas or se ovis 


cdow gt esob (emty adolf & 10% sted? eyede yifereneg tt 


_anoltibdéo moqu ant tasqsd :RICTARM AM 


deeg ord at ssgasi9 wetupe yirtet smoe bed eved OW 


easd ed nomoced tt dud _oqert med ‘to daki 5 et etedT 


efdetizsdio ,siv1 58 BA _arsdvo add [fs rol eter 


8 

] wo enrol tuso 199 eno to qostenp-9s0 sved enotdudttaat 
fi | yetdvesp ¢ even yidtesog asontvorg rtedd orl gatdsemoe 
7 1 


dasnetiib ob of bas .tedd aedt eeol dasotsq 6 to 


< 


dotdw srowpaiay? s oftt G22 Ils yout ,eortiisqtotaum 


suitota eo (yee ev tel .smoosd sed eaxsey ed dgvordt 


ayigvele x tedrem sad at aolsiace riguot awo tted?t Yo 


tedsone smo oF 

axe setet ssdto edt ,aedT :WAMALAHD ZHT 
totes ombta ont of ovitelor ile 

-aeY +sS00UARM JAM 

ester to face etd saoqguve 1 :WAMHIAHD HHT 
Sevned (18 dtiw omes odd ot 
,e9Y  +HdO3AT" . AM ’ 

woy aedW Snolsseup & Nes I yeM :28%cvYOd . 5m 
do BStex odt aaem woy ob ."setex sedTo [Ie" yee 
- SedteogsdD 

etsat usol ,oM :HAMALANOD SHT 
,bae <soyee 03 exit biwow Il :2acYoa .iM 
befleo-oe atat ted? ~~ ¢t mo etestiome omos tuq .2qed 


et ¢t .ebtew isdvo al «9367 cumtate 6 ef sve x omit 
veer > 


Nethercu & Young - 8182 - 


Toronto, Ontario 

lower than 6 per cent. It does not neeessarily mean 
that the banks apply that prime rate throughout. 

Risk factors and other factors come into play, so there 
is competition in the degree of difference there is 
between the prime rate and the ceiling. 

MR. WADSWORTH: And there are no set rates. 
Between the prime rate and the actual rate it would be 
that bank's assessment of what it would pay, or what it 
would charge. 

THE CHAIRMAN: My understanding from what you 
have said is that once the prime rate is set at a certai 
point, no matter how you arrive at it and whether or not 
it is mutually adopted, a bank at any moment could, on 
its own, fix a lower rate. 

MR. NEAPOLE: Yes. 

THE CHAIRMAN: Or a higher rate? 

MR, NEAPOLE: Yes. 

THE CHAIRMAN: There are no conditions of 
any kind, or arrangements, that would limit the freedom - 
of any bank to act independently? 

MR. NEAPOLE: None whatsoever. 

COMMISSIONER MACKINTOSH: Except that the 
banks all have to live together. 

eo MR. WADSWORTH: Well, we live in the same 
» - Gountry. Before we leave the question of interest I 
. would like, for the record, to express a view that 
probably may not be in conformity with a view that was 
expressed formerly, if I understood it correctly, -« 
That is that reductions in the lending rate represent 


competition -- we are speaking of competition within 
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banks, and I am thinking of your question, Mr. Leman 
of a moment ago before the break that you addressed to 
reductions 
the President of the Association --/as well as 
increases, could, in my opinion, well be. — 
and are, a sign of competition. 

COMMISSIONER LEMAN: Would you not say that 
they must be a sign? 

MR. WADSWORTH: Yes, but I gather from the 
way you put the question before, and the answer given, 
snat (yea might have got the other impression, and I 
did not want that to remain if I could help it. 

COMMMS S TONER MACKINTOSH: I would still think 
Mr. Chairman, as of today, no matter what I think 
tomorrow, that aside from this question of how the rates 
are sét the more important question is whether you can gét 
sufficient flexibility into these rates so that all 
different rates become appropriate, and the banks have 
to consider thers appropriateness. I think it follows 
that the rates that are set do have a closer relatibnshi 
to the realities of the market and the financial system 
than if they lie dormant for long periods until some 
bank gets up sufficient energy to propose that this 
long standing arrangement should now be changed. I woul 
like to hear the various points of view with respect 
to more change and flexibility which would affect the 
whole fan of len@ing rates and also deposit rates. 

MR. NEAPOLE: So would I, sir. 

MR. WADSWORTH: And I think you would if we 
were not subject to the restrictions. 


THE CHAIRMAN: If the 6 per cent ceiling is 
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ever raised you will all be onthe threshhold of Valhall 

COMMISSIONER LEMAN: A little earlier when 
we talked about the competitive areas as between banks, 
and about the opening of branches, etcetera, I meant 
to ask you how far someone will walk in the rain to get 
a quarter of one per eent on deposits. 

MR, PATON: Possibly, if they were too far 
away they might do their banking by mail, whigh is. one 
of our many services -- certainly ivr a quarter of one 
per cent. 

COMMISSIONER LEMAN: And let the postman 
walk in the rain. 

MR. BOYLES: We provide umbrellas. 

COMMISSIONER LEMAN: We have covered a good 
part of this section, and I would like now, Mr. Chairman 
to talk not so much about competition between the banks 
themselves but competition between the banks and other 
institutions that were mentioned, One of the main 
recommendations, as the chairman has pointed out, is 
that the 6 per cent ceiling be removed. Through 
yesterday we asked you a few guestions on what would 
be the effects of this, and I believe in answer to a 
question of Dr. Mackintosh you indicated that you think 
it would enable the banks to provide for a broader and 


BR he 
better spread/ fan of rates at any one time. For instance 


the difference between the prime rate and a non-prime 
rate would not have to be so compressed as it has been 
at times. I pink you alse tbld us yesterday that it 
might cause the banks to be able to move more aggressively 


into areas of lending in which they are not very active. 
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Can you tell us what those areas of lending might be 
that would relate strictly to the removal of the 6 
per cent rate, as opposed to the areas we will talk 
about later which are tied whore into the removal of the 
prohibition against taking mortgages as security. Is 
it more freedom in the personal loan sector that will 
result from this? What are the sectors in which the 
banks will obtain more freedom to overate? 

MR. WADSWORTH: I think one of the areas 
would be the loans of a term nature, where in the opinio 
of the bank the loan could still be entertained with thege 
additional Security factors that you have mentioned, 
although rates in the markets would make a rate higher 
than 6 per cent appropriate. Perhaps some of the pro- 
cedures already followed in relation to consumer instaii 
ment loans might change in conformity with more flexibil ty 
in rates. 

COMMISSIONER LEMAN: You did not express much 
enthusiasm for term loans yesterday. You said that thes 
Should be quite limited in view of the structure of the 
bank's liabilities, and the other assets they have to 
keep on their books all the time. 

MR. WADSWORTH: Well, I trust, as far as I 
am concerned, that we did not leave too strong an 
impression to that extent. I think there is a place 
for term loans up to a reasonable amount in any loan 
portfolio, and subject to the availability of funds 
particularly in the areas where there are not other 
sources of accommodation available. 
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and I do not want to go back to it -- to the Industrial 


Development Government Bank. I would be quite prepared 


_ to produce any evidence that was necessary to show that 
— a period of years the banks effectively in the 
term loan field have loaned more money than the Industru vf 
Development Bank has, particularly in times of monetary 
stringency when there were other sources ef funds 
available. Unquestionably, there are certain times 
when the banks should not draw back a bit from that 
area, but I would like to gee the funds available to 
enable us to entertain a reasonable number of term 
loans. 

MR. MULHOLLAND: I think, Mr. Leman, the 
banks would able to take somewhat greater risks -- 
that is spelled with a smali "r" -- in respect to small 
developing companies and new companies which, under the 
present legislation, are not qualified for loans under 
the Small Businesses Loans Act, These companies have 
great difficulty in finding, lét us say, risk capital, 
euacea a reasonable degree, and on a reasonably sound 
basis, the banks should be able to be in a position of 
Supplying that capital. They could do so without great 
risk if they had a somewhat better return from that 
¢lass of business. 

MR, WADSWORTH: I omitted to mention one 
important area, that of National Housing Act loans, 
in which we now have permission to take the security, 
80 it has been only the rate that has been a factor. 

COMMISSIONER LEMAN: Yes, although it is 


tied in with a relaxation of taking mortgases. 
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MR. WADSWORTH: Yes, but you said under 


existing regulations, and we could get back in under 
the National Housing Act without any change in security 
if the rate ceiling were lifted. 

COMMISSIONER LEMAN: This brings us back a 
little nit £6 the operation of monetary policy. Do you 
think it would also have the effect in times of 
stringency to enable the banks to avoid what I would 
call arbitrary rationing of credit, and let: it operate 
pretty well along the price line, or are there in the 
banks as well as in some institutions some psyalogical 
ceilings on rates that would still force the operations | 
back to arbitrary rationing? 

MR. WADSWORTH: I think it would depend upon 
the degree of control that was necessary, but i dd hot 
think there is any question but that the use of rates 
as an additional means of discouraging lending for 
purposes such as you mention would be very helpful. 

You might well reach a stage of extreme emergency where 
extreme action had to be taken, or where you had to go 
even further than that and undertake some of the other 
’ 
matters we diseussed this morning, but I think it would 
be of considerable assistance to the banks in controllin 
the volume of credit in periods of monetary stringency. 
However, I would not say it would provide the total 
answer. 

COMMISSIONER LEMAN: You would not necessari! 
be able to avoid rationing completely? 

MR. WADSWORTH: No. Whether rationing 19, rae 


word, or whether it is having discussions, as we went 
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into it at some length this morning, with customezts 
as to their requirements and the essential nature of 
them -- I presumé you could call that rationing, put 
it is done on-an individual basis rather than having 
an across=thé-board percentage of what you had before. 

COMMISSIONER BROWN: Would you call it moral 
suasion? 

MR. WADSWORTH: Yes, possibly, but I feel 
that "cooperation" is a better expression. 

COMMISSIONER BROWN: There must be some way 
by which you can discourage any borrower? 

MR. WADSWORTH: Yes, that is probably true. 

COMMISSIONER BROWN: You do not say that 
the removal of the ceiling would allow the rate to go 
up to such proportions that it would discourage any 
borrower? 

MR, WADSWORTH: Yes, I think in theory you 
can carry the rate to such a figure that nobody would 
touch it under any circumstances, but I think it would 
be more sensible to use the rate structure to the 
extent that you think you should, and then approach the 
problem qn a more selective basis and look at the 
purpose of the loan. 

COMMISSIONER LEMAN: I am trying to get at 
the root of, or the reason for, this problem. Is it 
because you feel you have a responsibility to somebody 
who has made some plans and who has already embarked 
upon a construction program, for instance, so that 
you feel you must not ruin his business or not abec utel 


prevent his getting bank credit? 
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MR. WADSWORTH: Bank credit, if there 
is no other source of oredit, yes, but as responsible 
businessmen the last thing we would want to do is 
to see that our actions had some effect on an 
individual business that could have for that business 
quite disastrous consequences, 

MR. NEAPOLE: Could I put something in 
here? One of our most important problems when we 
have tight money are the pecple who have over- 
stated their position in a bank loan, after they 
have promised us that they would go into the capital 
markets at a certain time, and this is at the 
completion of a building or the completion of a 
project, whether it is building sewers in a municipality 
or buying a fire engine, or what; things of that type. 

Now, with very few exceptions, when the 
rates in the regular markets go up to the point where 
they don't like it, then they virtually Fheae us 
by just the sheer challenge in some cases to retain 
the loan on our books rather than go to the capital 
market and, of course, we are left with these loans 
which become stagnant, and obviously you don't 
just call the municipality, or something like that, 
for this loan. That is one of our most important 
problems, and of course, if we were able to charge 
them what the market would charge them, then they 
probably would go to the capital market. 

COMMISSIONER LEMAN: Does that indicate 
that at times of extreme stringency, those people 


who need new money are hurt more than those who already 
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have loans? 

MR. NEAPOLE: Basically, in dealing 
with applications for new money, unless they have 
some very, very real emergency -- we don't entertain 
applications for new credits when things are tough. 

MR, WADSWORTH: I think there again 
you look very closely at the purposes with much 
more care under those conditions than you would 
otherwise. 

COMMISSIONER LEMAN: As I understand 
your answer, you would do a little aa of both, There 

GVOEe 
would be more rationing by means of/price mechanism, 
but you couldn't avoid -entirely the personal 
judgment that has to be exercised by bankers 
all along the line? 

MR, WADSWORTH: Yes, subject to the 
Gegree of control that you wish to exercise, a 
think if the degree of control was not extensive, 


the rationing --as you call it -- by the price 


mechanism would probably work in a great many cases, 
| COMMISSIONER LEMAN: We were talking about 
loan rates there, Would it also have the effect 
of making the chartered banks' deposit rates much 
more flexible over the cycle? 
MR, WADSWORTH: I believe that it would. 
COMMISSIONER LEMAN: I think that those 
are all the questions that I have to ask about the 
effect of the removing of the ceiling, unless the 
other Commissioners have some questions. 


COMMISSIONER BROWN: I would just like to 
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get your impression of what business does respond to. 

There has been some discussion as to the extent to 

which a change in interest rates affects demands. 

Is it the rate that business responds to, or is it 

the availability of credit, the expectations of the 

market? Which do you think are the important ones? 
MR. WADSWORTH: I think they all Hash 


relative importanie, Mr, Brown; their estimation of 


co olmUm8lUlCOCORDPllCOUMGes—NG 


the outlook for their . particular cvype of business, 
but I think that the availability of funds and the 
price of those funds has an important bearing on 
their decision. 

The term that the funds would be 
required for is another matter that I think they would 
take into consideration. Obviously, on a longer term 
at a higher interest rate the interest factor becomes 
a more important item in the considerations, 

COMMISSIONER BROWN: Well then, when 
money becomes tight do you find that inventories 
gO up and receivables go up? 

MR, WADSWORTH: Not necessarily so. 

I think sometimes the opposite might be the effect 

as tight money takes hold, because I think the retailer 
and the wholesaler, and all the way down the line, 

Give more attention to the collection of thelr 
receivables. and the control of their inventory than 
they do otherwise. 

COMMISSIONER BROWN: Is their banking 
kind of within the business world with receivables? 


MR. WADSWORTH: Well, somewhere within 
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that world, but if the facilities of the bank, through 
loans ,were not required, I suppose if one corporation 

at some stage wished to carry the others, that would 

be their priviiege to do so, but I think even in 

the natural consequences of a period of tight money 
there is much more thought given to inventory control 
and collection of receivables and examination of due 
accounts than when money is easy. 

COMMISSIONER BROWN: it is your impression 
that all these factors enter into the reaction of 
business? 

MR. WADSWORTH: Yes, 

MR, NEAPOLE: Well, I can agree with 
the inventory part, put I don't agree entirely with 
the receivables part; there is certainly a lot of 
response to pacenvaurast 

COMMISSIONER MACKINTOSH: I would take 
it the situation there was that while one fellow 
was wariting to reduce his receivables, half a dozen 
other fellows were wanting to increase their payables! 
Zo is a2 pit of 2.8? dinner plate you can't get rid 
of. 

MRA HHAPOLE: in menyocasoe: thereainendy 
have their inventory when the price comes and vhen 
they lean on the receivables as much oh they can. 

COMMISSIONER MACKINTOSH: Yes, but with 
regard to the inventory, even the retailer finds his 
inventory accumulating - he cuts his purchases 
with the wholesaler; he finds his inventory coming 


up and then finally pushes it back to some place where 
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they can't get rid of it. 

MR. WADSWORTH: And the retailer himself, 
I would suggest, probably pays more attention to his 
receivables from the ultimate consumer, and it is 
therefore getting back to the result that was 
mentioned this morning; at what stage do some of these 
controls have an effect on the consumer himself, on 
his attitude towards it, 

COMMISSIONER LEMAN: von't you think, 
even on inventories, the fact you are then ordinarily 
in a boom, causes businessmen to feel that prices 
are going to go up and they might as well have all 
the inventory they can get at today's price? 

MR. WADSWORTH: Might that ee one 
of the reasons that those in charge of monetary policy 
felt that some restraint was neateawes 

COMMISSIONER LEMAN: ss nae Let us 
talk now on the second important recommendation 
contained in your submission, and that is the 
ability to take mortgage security for lending. 

We talked about that yesterday, we 
did deal with N.H.A. mortgages and a little bit with 
conventional mortgages. Don't you think this would 
give the banks quite a tremendous competitive advantage, 
vis-a-vis the other institutions that have specialized 
in this particular field? 

MR; WADSWORTH:. No, I don't, feel, it 
would give the banks a competitive advantage. Others 
have had, as you say, experience in this field and 


they are in many cases well established in this field, 
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I think there are areas that probably the banks could 
serve now and provide a better service than is now 
being provided for these areas, areas that have been 
mentioned several times, the areas outside of the 
larger: centres and the Smaller areas, The question 
is, and we believe that some of these areas’ are not 
too well adequately served at this time, but I don't 
think that it would put them in any competitive 
advantage; nothing like the disadvantage we are at 
at the moment, 
COMMISSIONER LEMAN: Don't any other 
institutions have as low an average cost of money 
as the chartered banks have except the Bank of Canada? 
MR. WADSWORTH: Well, I have already | 


probably said all I should on the I.D.B. this morning, 


but in answer to your question, if the banks had 
the interest ceiling removed and were able to consider -- 
subject to their own Judgment -- entering this field 
of mortgage lending, I think you would see probably 
that the cost of their funds would increase; certainly 
a percentage of them, because they would be in a position 
to compete more actively for those funds and in this 
case I don't think the cost of the funds to them would 
come probably any more cheaply than they do ‘to & member 
of the so-called near banks now that are offering 
mortgage facilities, having in mind that still a large 
percentage of our funds will be used in commercial 
and other loans of that nature. 

COMMISSIONER LEMAN: If the cost of your funds 


increased over what it is now, isn't it likely that the 
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cost of their funds will increase a little over what 
they are now, if they are the next step up in the 
ladder in the cost of funds spectrum? 

MR, WADSWORTH: Only if they wanted 
to keep the differential which is presently there 
in what they are able to pay for funds, LUT 
probably in a period of time the reverse might be 
the fact, that the cost of funds to the borrower or 
another important lender in the field might tend 
to come down to a modest extent. 

COMMISSIONER MACKINTOSH: May I ask 
in this connection ey this ass have been asked 
before -- aside from the influence of the 6 per 
cent ceiling, is there likelihood that the banks 
would still be "in and outers" in the mortgage field 
and would have to draw back when the demands for 
commercial loans was high and push ahead when it 
was low? 

MR. WADSWORTH: I think we did try 
to answer that question yesterday, but I would like 
to repeat that very briefly today, if I may. we 
would hope not. We would hope, if we were providing 
what was looked upon as a good and essential service, 
that that would be taken into consideration, and 
we have found in a field such as the National Housing 
Act mortgages -- and I think it would be more apparent 
in the conventional mortgage field where the terms 
aré not so long -- that after you have built up the 
portfolio you would have a cash flow to keep you 


in the business for quite an extent. 
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COMMISSIONER LEMAN: I wonder if the 
banks have sort of become a bottomless well all of 
a sudden, because having removed the 6 per cent 
ceiling, having given you the authority to take 
mortgages, the banks have now moved into new areas 
of lending where they were less active before, and 
they hope not to be "in and outers" in these areas, 
so that the area of lending that the banks service 
today would get less, There is not an unlimited 
supply of funds. 

MR. WADSWORTH: I would hope that no 
essential area that the bank services today would 
get less, As I said in answer to the last question, 
I would hope that the planning of monetary -policy 
and its effect on the banks -- I feel sure they 
would be providing a good service to the financtal 
needs of the community and would be provided with 
resources in order to continue in that field. 

MR, MULHOLLAND: It has been the 

that 
experience/since 1954 the banks have taken on 
collectively a very large aggregate total of 
N,H.A. mortgages, up to a billion dollars, and that 
no area, no borrowing area to my knowledge has been 
deprived of lending resources, 

COMMISSIONER LEMAN: They later moved 
down in that field. 

MR. MACARTHUR: They are not entirely 
out. 

COMMISSIONER LEMAN: They moved out 


to lending new money. 
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MR. MACARTHUR: Yes, 

MR. WADSWORTH: We would have been back 
in the field a lot sooner if we had been able to 
charge the same rates being charged by the central 
authority or set by the central authority. 

MR.’ NEAPOLE: I think, if I ean put 
Something in here, it is safe to Say that no bank 
likes to be an "in and outer" in anv kind of thing, 
and in particular in relation to personal loan plans, 
N.H.A. mortgages or any particular type of mortgage 
or loans, I think what we would do would be to try 
and manage our own affairs so that we could gauge 
the amount of this business we were going to do as 
related to the total, Having done that, then we 
would hope to attract the deposits to be able to ; 
do it and try to mateh it up that way. | 

COMMISSIONER LEMAN: Perhaps I should 
have worded my question -.differently. Let us say 
they have gone into these new areas of lending in 
a fairly substantial way, and let us say they don't 
want to be "in and outers", and they stay in in a 
fair proportion, as they have gauged it, then can 
it be assumed that the only other solution is that 
they have to attract more deposits? 

MR. NEAPOLE: Yes. | 

COMMISSIONER LEMAN: From somewhere, 
and presumably they would get these deposits away 
from the other institutions that were servicing these 


particular markets, 


MR. NEAPOLE: I wouldn't say necessarily, 
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because 1 have in front of me a table which shows the 
total obligations to selective financial institutions, 
which is one of the tables prepared, and from 
1947 to 1961 the total of ail deposits went from 

seven billion four up to nineteen billion five, 

and with the others having gained tremendously 

as compared with ours, We would just hope that 


we would get our fair share of the increase, so 


ba -  - , 7C y 


to speak, from there on to be able to take care of 
this expansion, 
COMMISSIONER LEMAN: This is an attempt 
or a hope to equalize rates of growth. 
MR; NEAPOLE: In @ sense, yes, 
MR.' WADSWORTH: As to how effective 
it would be, this would be up to ourselves, what 
we are asking for, that we would be in a position 
to at least offer competitive rates on both sides. 
COMMISSIONER LEMAN: Would you be willing 
to give us a guess as to the effect that both of 
these decisions would have on the bank earnings. 
Have you got some orders of magnitude in mind? - 
| MR. WADSWORTH: Have we what? | 
COMMISSIONER LEMAN: Do you pes some 
orders of magnitude in mind? Did you when you 
wrote the submission? | 
MR. WADSWORTH: When you are referring 
to earnings, if it is just straight earnings I think 
it is quite obvious that if the banks could put 


some of their loanable funds into longer term assets 
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yielding a higher rate, our earnings obviously would go 
up. Whether our net operating profit would show 

a very marked increase or not remains to be seen 
because, as mentioned by Mr. Neapole and others 
earlier and myself, we wenn feel that in order to 

get into these fields we would have to pay more 

for deposits, so it is the difference that counts, 

but your question was earnings and I would say yes, 
earnings I would expect would g® up, but I think the 
costs of applying the funds would go up, too. 

COMMISSIONER LEMAN: You don't make 
a request in order to reduce sarnings! 

MR. WADSWORTH: Oh no, 

COMMISSIONER LEMAN: I am just asking 
you if you have any wruews of magnitude in mind, 
if you have done a little figuring on this. 

MR, WADSWORTH: Well no -- I would 
have to ask the individual banks what they may have 
figured out ant ia, but I don't think we have done 
any direct figuring on it because [I think in the 
first place it is an area which we would move into, 
I think, relatively slowly at first and feeling our 
way. If it resulted in both sides of our balance 
sheet increasing, we would hope that the net result 
would be a better net operating performance, not 
necessarily percentagewise in relation to assets, 
but in total dollars, otherwise we wouldn't even 


be holding our own, 


MR. NEAPOLE: I would like to say some- 


thing. I think one of the things that should be 
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mentioned is this: In connection with trying to 
acquire more deposits and become more effective in 
that area, it is not necessarily to acquire the 
deposits entirely for these additional types of 


lending. 
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Admittedly, the banks are a tremendous organization 


serving a tremendous amount of country and a tremendous 


amount of demand. If we are going to continue to fulfil 

our function and look after this demand properly, then 

we do have to have this ability to acquire the deposits 

to do it; they are fundamental to our system. 
COMMISSIONER LEMAN: With regard to the 6 per 

cent ceiling the point does not arise, but with regard 

to the ability to take mortgage securities a fairly 

broad question arises as to whether it is better, in 

any economy, to have strictly non-specialized insti- 

tutions for serving various sectors of the economy, 

or if it is not perhaps sometimes better to have some 

_ Specialized institutions to serve those sectors. 

_ MR. NEAPOLE: Basically, I,would say it is | 
necessary at times to have them. I think a lot of 
these specialized ones do fulfill a very useful function 

MR, BOYLES: In peher te enty ne Fo _Bome, 
experience over the past several years, and we have 
become more specialized, and we have engaged people who 
_ are specialists and have training in those various field 
and that training is passed on. I would not like you 
to think the banks are completely unspecialized. 

COMMISSIONER LEMAN: Yes, you hire specialist 
and develop them and train them, but you are not, as 
it were becoming more specialized. 

MR. BOYLES: I thought that perhaps you meant 
we were lacking in specialists. » 


COMMISSIONER LEMAN: You are getting more 


expert, but not more specialized. 
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MR. MULHOLLAND: Expertise. 

MR. WADSWORTH: There will always be a place 
for an organization Specializing in one certain area, 
but the growing financial needs of the community aré 
becoming more diversified than they were. We mentioned 
yesterday -- and I might refer briefly again to it -- 
this question of not only conventional house mortgages 
but forms of loans on occasions to small borrowers in 
the secondary industry field whe have not other sources 
of funds to turn to. 

COMMISSIONER LEMAN: I am not suggesting 
there is any validity to the concept, but I think some 
people in Canada have thought that the conventional 
house mortgage field was a fairly specialized field. 

COMMISSIONER MACKINTOSH: My recollection is 
that the loan companies said this was their last ewe 
lamb, and if anybody took it away from them they would 
have nothing left. 

I would like to ask what is, perhaps, a 
rather general question. It seems to me that for the 
past decade or so there has been quite a striking 
development of specialized near-banking institutions 
that before the war we did not have. They are a little 
bit like unit shops that have their own function and 
Specialization. Are these proposals you are putting up 
turning the banks into a great department store that 
takes the cream off of these specialized fields and 
leaves the specialist institutions struggling with the 
tough remnants? This is just a question in my mind, 


and I am not quizzing you particularly on it. Is this 
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a trend? 

MR. WADSWORTH: I do not think so, Dr. 
Mackintosh. To take one area of so-called near-bank 
competition, I have not the figure, but I am sure 
Mr. Hebert has, of the number of branches of the Caisse 
Populaire. It is not one or two isolated units; it 
has 1500 branches alone. 

COMMISSIONER MACKINTOSH: We are not really 
worrying about them. We had the Caisse Populaire before 
us and I think they can look after themselves? 

MR. WADSWORTH: I would suggest that the 
other organizations, sound’ybased and managed, can look 
after themselves as we feel we can. 

MR. MULHOLLAND: In the field of consumer 
lending, in which the banks have recently engaged, in 
the last few years, I do not think it cam be said we 
have taken the cream of that business away from the 
financial institutions witb ™iaa free rein in that area 
for many years. I have not heard them complaining 
of severe losses through being obliged to accept secondary 
class business. 

COMMISSIONER MACKINTOSH: Even in that field, 
I would take it that most of your consumer loan 
customers wére also your depositers? 

MR. MULHOLLAND: Yes. 

COMMISSIONER MACKINTOSH: I would guess that 
guite a number of the finance company customers were 
scarcely depositers at all. You presumably have the 
betterclass of customer passing in front of your teller 
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MR. MULHOLLAND: That is right, sir. 
COMMISSTONER MACKINTOSH: In industrial loans, 
where you cannot wérk out a satisfactory loan because 
you cannot take a mortgage, if you take all these people 
who have good mortgage securities, there is a presumptio 
that the remnants are not quite as good credit risks; 
at least, they cannot put up as good security. Now, 
maybe what we need in these fields is more competition. 
I was just wondering whether this was a continuation of 
a trend toward more specialized institutions, or toward, 
a big “department house" financial system. I will not 
go as far as to say a "discount department store"! 
MR. WADSWORTH: Is not the basic consideration, 
Dr. Mackintosh -- and this may sound rather trite -- 
the public interest rather than the welfare of the 
banks or the near-banks? If those that are providing 
this service -- and it is a service that is really 
needed -- are providing this useful Service at a 
competitive pricé they will continue to grow and to 
prosper. 
COMMISSIONER LEMAN: Except you have already 
told us we are not very likely to have many new banks! 
MR. WADSWORTH: I was not saying we are not 
likely to have many new banks. You asked what were the | 
considerations with regard to capital, and I said it would 
need a branch system, but that would not prevent 
anybody coming in and starting a bank. 
THE CHAIRMAN: There was one complaint that 
I recall from one of the finance companies that eppeared 


before us, that one of the banks happened to be the 
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banker for a finance company and the same bank was 
attracting some of the customers of the finance company, 
and they thought there was a conflict of interest there 
and that that should not happen, and that you should be 
out of their business. 

MR. MULHOLLAND: Or vice versa. 

MR. WADSWORTH: I just come back to the 
question of public interest and receiving services at th 
‘most competitive price. 

COMMISSIONER BROWN: You are saying that 
you are at a atapekebare disadvantage and are, therefore 
losing your share of the general market. 

MR. WADSWORTH: Of deposits. 

COMMISSIONER BROWN: Which means the other 
portions of the market have been ene at a faster 
rate because ade have all. been increasing. In this 
loss ‘of: the" portion of the market by the banks -- 
and it would appear these other institutions were 
fulfilling a function -- who is getting hurt, other than. 
the banks? 

MR. WADSWORTH: I was going to omit the banks 
‘for obvious reasons. We think that the more competition 
there is in a market the more effect ‘that competition 
has on the price and the price structure, and by banks 
being more into these areas where they are not now 
the tendency, over a period of time, should be to 
reduce the cost to the consumer rather than increase it. 

COMMISSIONER BROWN: In all the discussions 
about getting rid of the 6 per cent ceiling there has 


been an assumption, I think quite basic, that if this 
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happens interest rates are going to go up. Is this a 


fair assumption? 


MR. WADSWORTH: No, I would like to say it is 
not. It might be a fair assumption under certain 
conditions. The range of rates would be wider, but it 
would not necessarily follow that rates generally, over 
‘@ period of time, would go up. It could be in periods 
of much stringency that rates charged by panks could 
be more comparable to those charged by others. But in 
the areas of lending we are. not in now, I think the effe¢t 

over . not too long a period would be in the opposite 
direction. 

COMMISSIONER BROWN: You have talked about 
being able to compete on a better basis for deposits. 
Presumably, on average, you would be anticipating having 
more revenues. 

MR. WADSWORTH: Yes. 

COMMISSIONER BROWN: So m average, presumably, 
interest rates would be higher for your present 
cuStomers. Is this in their interest? Z 

MR. WADSWORTH: No. I am saying they might 
be higher for our deposit customers, but in eae of 
ieating we are not able to get into now the competitive 
rates we will be able to charge would he somewhat lower 
fas pusite they now borrow as a whole, whether from 


than : 


@ near-bank or any other organization. 


a nN 57 


COMMISSIONER BROWN: But so far as your 


present borrowings are concerned, the average would be 
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during the periods we went through in the summer of 
1962, where we would have liked to use the interest 
rate-price mechanism as more of a control over the 


total of loans. 


COMMISSIONER MACKINTOSH: In other words, 
it is possible the average to the existing customers would 
be down, but the average over the banking business might 
be up because you have added higher-priced, customers 

MR. WADSWORTH: Yes, and depending on periods 
of ease and tightness in loanable funds, I would not 
say they would not be higher at periods in the future 
than they have been, but I think, conversely, they would 
be lower than they are now under different conditions. 

COMMISSIONER BROWN: Under the present, total 
of bank assets, where such a large proportion of your 
iiabilities is in the form of notice deposits, on which 
you are paying interest -- and, presumably, you would 
have to pay an increased rate of interest on ail of 
those -- I find great difficuity in visualizing other 
than an increase in present interest rates for your 
borrowers, on average. 

MR. WADSWORTH: I think it wouid depend on 
the degree to which we felt we should increase interest 
rates, the degree of succees that had in attracting 
new deposits and the employment of those funds. 

COMMISSIONER BROWN: I am trying to keep 
this in the context of the public interest, in which 
we are all interested. 


MR. LORENZO HEBERT: May I say a word? When 


the banks seek to get autherity to go into new fields, 
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I do not think it is the intention to crowd out all the 


competitors. What the banks wish to do,so far as we 


are concerned, is to be able to take care of the needs o 
some of our customers who naturally look to the banks 
for some type of services which under the present 
circumstances we are unable to give.. There might not 
be very many of our customers who would like to get 
mortgage loans from us, but ‘ere are some circumstances 
in which they could not even ge. ‘ortgage loans from 
anybody else, especially in outlying districts, because 
the loan companies are not there. It is the same 
thing for all the other authorities we are trying to 
get. So far as the interest rate is concerned, it 
is not our intention to raise our interest rate, but 
to be able to serve Bome special type of customers -- 
"Sop anstancey consumer borrowers -+ that, under the 
present circumstances, we are unable to serve on 


account of that ceiling. 
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, Even at the rate that we have today 
there might be some that we are unable to serve, and it 
would be easier, of course, if we did not have that 
ceiling on which we bump our heads now and again, on 
which we bumped our heads in 1952 and 1959, af I 


remember well. 
MR. MULHOLLAND: Commissioner Brown, may I 
add a thought there? I see what your thinking is. 


COMMISSIONER BROWN: I am not thinking; I am 


os - 7 
weed \ : 
ee MPS SETS: 
: > thea 


dt {£8 duo bors oF notdastat edd af af sated? gow'ob T 


® ew ee tat o8,0b ot tetw edimed ois dacw vatott eqiie 
; 


. ebean oft Io e189 946d oF side od of et ,beareomoo oT8 


- 


ii acied oft Of Hool yilsiwder odw sremosewo TWO ho moe 
jagesxa ont isha doldw seotvres Yo sqyy omoe ‘mo! 

jon deigtm sx8dT  . .svig oF sidsau ots ew soonstemuozto 
dog ot oatl bilvow odw exemoseus Iwo to ynem Yrov ed 
‘eeonseemmorlo emoe sis ore! tud .eu mort ensol susgidtom 
mott ensol sasaqtie 94 aeve tom binos yous doldw at 
oeueced .etotrtetb gatyisvo at yiietosqes sale ybodyas 
emes edt et GI .exend ton ors sotmagaos asol edd 

ot gatyat sus ow aettirodins tedso sat Ife tot gatas 

+k ,bents0des et etet Sestetal edt es 182 02 ° .393 

gwd ,atet teerstal awe eatst oF — 4yo Jon ek 


~~ crebeittinn Yo eae? {sloegs omoa o¥se8 ot elds ed. $u 


/ ed? tebam dads <- arowonred { qomnends: (oonerual a 


no ovres of elders ove ow .esonetemworls jasseTq 


-aniftes Jedd to tasooos — 


wees REO. carpi 0 RE hf A Ret Tl We, Ae) 


ysbod evsd ow tedd ets1 od’ Je asva , 


th bas ,svre2 ot oldenu sts sw Jens smos od tdigia sexed? 


ted? eved ton bib ow IF 


.oetyos Yo .tétase ed bivow 


fo .ategs dis wor sbesrl x80 qmud ow dotdw ao gatit 


Ite .C@Cl bas Scei at absesr ao boqmud ew dots 


.ffew rodmer 
I yom ,awosd aeuotsetuaod ;(MASIONIOM . AM 
.6i gnictatds wwoy tedw see I Tetedt Siguods & 


Nethercut & Young - 8209 - 


Toronto, Ontario 


just trying to get your thoughts, 
MR. MULHOLLAND: We have to lift the cost 
of borrowing to all borrowers and, therefore, we are 
raising the cost of the borrowing customer? May I teke 
the example today with a prime rate of 5-3/4 ber 
cent, and refer to the prime rate when it was 44 per cent 
There are many loans ‘n fact, only prime names were 
entitled to prime rate at any time. The vant ma jority 
of borrowers in the banking syste were charged rates 
between 4-3/4 per cent and 6 per cent, when the prime 
rate was 44 per cent. If we apply the same mathematica 
to the prime rate today you can see that your less 
desirable loans --~and all banks have many of them -- 
with a prime rate of 5-3/4 per cent that less Class of 
borrowing could be paying 7s per cent. There would be 
thousands paying interest in between that 5-3/4 and 
74 per cent, and to that extent they will be paying more 
but they always have paid more, when the prime rate 
was lower than it 1s today. Does that make any sense 
at all? 
COMMISSIONER BROWN: It is very sensible, 
and it is what I would expect the banks to do. | 
MR. MULHOLLAND: In the area of 6 and 7+ 
per cent, for example, a higher rate on saving would 
be proper. In other words, to use the language of the 
Governor of the Bank of Canada, the banks would. then be 
able and willing to pay competitive rates for deposits. 
COMMISSIONER BROWN: In this general field 
of competition, could you give us a picture of just how a 


important you regard the 8 per cent cash reserve 
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requirement and the 15 per cent liquidity ratio? 
I think you were asked to bring some figures for this, 
some sort of calculation. It brings up the whole idea 
at what percent would you keep your cash if you did sot 
have 8 per cent as a requirement, and in what higher 
earning assets would you put the liquidity 


requirements? 
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MR, MULHOLLAND: I think you will find, 
Mr. Brown, some difference of opinion between the 
individual banks as to whether the 8 per cent cash 
ratio or reserve requirement should be changed or 
is adequate where it is now, having in mind the re- 
marks you heard yesterday as to dividing the rate 
between time deposits and notice deposits. We do 
not have strong views on this matter other than we 
think it is relatively appropriste at this time, 
although we think the situation of others who are 
taking deposits should be looked at too, and we 
await any final decision as to what might be done in 
that regard or what might be felt should be done in the 


public interest in that regard, 


As to your other question, as I under- 
mestood Lt where’ would ‘these funds be employed or, 
in other words, what is the loss to us in carrying 
the fund? Is that your question? 

COMMISSIONER BROWN; Well, no. a 

“think there is an asSumption that you probably keep 
around 8 per cent anyway? 

MR. WADSWORTH: Yes. 

COMMISSIONER BROWN: That part does 
not enter into it, but you do have some comments 
about the liquid asset ratio. 

MR. WADSWORTH: I just want to make 
sure I have your question properly. 

COMMISSIONER BROWN: Do you regard this 


as having a cost factor competitively? 


MR, WADSWORTH: There is no question abou 
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it having a cost factor competitively. Let us deal 
first with the 8 per cent rate, What would be the 
effect if that was reduced? I have not worked out 
a figure for that, TS geet to take @ one, two, 
three or four per cent reduction, this can be worked 
out. It is an arithmetical calculation. There 
again it would vary even now between banks on the 
assumption that if banks had, say, extra cash from 
that source to invest, it would go through their 
Pavestnent portfolios, including loans, and you would 
have to take the average yield on that bank's total 
assets and say that it would improve it by whatever 
the rate happened to be, But there is no ae 
about it, the cost of carrying these reserves vis-a- 
vis those who are in competition and do not have to 
carry the reserve, Is a competitive factor in their 


favour, » 
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COMMISSIONER BROWN: We have not dis 
cussed the question of the liquid asset ratio, the 


15 per cent requirement, in the context of monetary 


control and monetary policy. You have a recommendation 
in paragraph 476 which is to the effect that you 
would not like to see this given legal status, and 
also that you think that whenever it 1s used it should 
be used on a temporary basis only. 

In their submission the Bank of Canada 
makes the point that they consider the minimum 
liquid asset ratio gives them a firmer control over 
the extent to which such assets might be liquidated 


by banks in that they can see the total picture which 
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1) might start at, say, 18 per cent, but will not go 
2| down below the 15 per cent, Now, there is obviously 
3| a difference of opinion here, Would you like to 
4| speak to this? 
5| MR, HACKETT: Well, sir, as I understand 
6, it this is not a cost matter, It involves the 
7| area of monetary techniques, 
8| COMMISSIONER BROWN: Yes. We could have 
9 brought it up earlier, We did rot know just where to 
10 introduce it and we decided to discuss it at this 
11 point. 
2 MR, HACKETT : With respect to the 15 per 
13 cent liquidity paneiosuantawy sins as you know, com- 
14 prises & percentage points cash and 7 percentage points 
15 secondary reserve, the one as it were on top of the 
16| other, I think the first point we would make there, 
Bhi peg OEE aa eR aa pois. 2 is not a reserve 
but rather a requirement. 
Y nermeianawesseatraniTnenot ents teariceomtitat peimoursepintons = 
is\that ‘it is “the excess ‘igutdity Orig es in the ‘same 
terms above the 15 per cent that provides your area 
for temporary adjustment, except in so far as changes 
from day to day which still resultgsin the 15 per 
cent average being maintained and providwsa some- 
what minor degree of temporary adjustment. | i, 

In practical terms, then, I think it 
is a fair statement that when a bank assesses its 
liquidity which 4t. really has, it is the éxcess 
of what it happens to have over 15 per cent. In 


other words, if for the sake of argument, a bank 1s 
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running at an 18 per cent liquidity ratio, its free 
liquidity 1s 3 percentage points, Now, I think 
this does beg the question whether the ends of 
monetary control would be any less well Served if 
this, as it were, rigid 7 per cent slice of secondary 
reserves were lifted out of there, and on top of the 
8 per cent you were to place the free reserves in 
the sense of free liquidity that the banks might 
wish under any given set of circumstances to retain, 
Indeed, sir, and perhaps this is a 
personal opinion, it can be argued that the ends of 
monetary control might even be more usefully served 
because if the liquidity were to diminish in a time 
of eo, inte would ies closer down to your cash 
BA Ra Lipa ony 
base than you are now. 
I agree that that is an arguable point 
but I would think we would conténd that the ends 
of monetary control could at least be as well served 
by the elimination of the 7 per cent Secondary require- 
ment end: its “eplacement with Buch ptr roe prinbi tT sage 
cece Tee ROTO W Re (Ban) Monnet i? ane Mt 
as “the bank wished to keep or could keep in the 
circumstances of the time, that .if monetary control were 
| MoverpestPiotive liquidity would come down; but it seems 
a rather uneconomic operation to keep another 7 per- 
centage points of Secondary liquidity that one cannot 
use, 


THE CHAIRMAN: We shall take a short 
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MR. HACKETT: Mr. Chairman, before 
we proceed, I would like, with your permission, to 
add something to my opening remarks on this point. 
I do not think that in our brief we specifically 
recommend the abandonment of the 15 per cent reserve 
ratio. I think its limitations from the standpoint 
of monetary policy are perhaps implicit rather than 
explicit in what we have said, 

COMMISSIONER BROW: I am sorry if I 
gave the impression that I thought you had said 
it should be abandoned. I was reading from the 
brief where you state that giving it legal Status. 
is neither necessary or desirable, and further on 
where you say that it should be withdrawn 88 soon 
as more permanent remedies can be applied. 

MR, HACKETT: That is true, sir. We 
are on common ground in that respect. With respect 
to the matter of legal status I think you wish to 
Make some comments at this time, do you not, Mr. 
Wadsworth? 

| MR. WADSWORTH: I do not know if we 
have had that question. Are we being asked if we 
wish to see this given legal status? 

COMMISSIONER BROWN: you have said you 
do not, so the question is unnecessary, 

MR,’ WADSWORTH: That is right, we do 
not. This is an agreement between the banks and 
the Bank of Canada, I know that all the banks feel 
free at any time, if economic conditions warrant it, 


to discuss the matter further with the Governor of the 
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Bank of Canada, and we would do that. 

COMMISSIONER LEMAN: May I interject 
a question here, Mr, Brown? Earlier Mr. Hackett 
commented on this in Hetati dh to the effectiveness 
of monetary policy, and I am still not sure that I 
understand what he said, How is it,if the monetary 
authority does not know how far down you will run 
the liquidity reserves when he takes action, that 
that would not reduce the effectiveness of his 
action? He does not know how far you are going 
down, | 

MR. HACKETT: I think that that, Mr. 
Leman, begs the question as to whether the minimum 
would be the difference between what you have now 
and 15 per cent -- that is, the distance to which 
you can go -- because when you have reached 15 per 
cent you are in the same position, for all practical 


purposes, as if you had nothing left because that is 


all that is available to you, 
boo Reomnerstoien. ce -v65y-puein-one seat 
set of circumstances suppose ene monetary authority 
observes you holding 18 or 19 ee vatie liquidity, 
and he comes to a turning point and says: "Now, I 
am going to start tightening this". He knows that 
you have three or four percentage points by which 
to go down, and no more. 

MR. HACKETT: Yes. 

COMMISSIONER LEMAN: Now, if there is 
no minimum and you are still running at 18 or 19 per 


cént when he comes to that turning point, and he does 
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not know that you will stop at 15 per cent, I do not 
see how you can say that both situations are equal 
from the point of view of his knowing what to do, 
and how much to do, 

MR. HACKETT: Perhaps it was implicit 
in my answer, sir. I am assuming in a condition 
of freedom to maintain liquidity that the banks as 
a group might maintain somewhat less, but what they 
would maintain would be usable, so you would still 
have the problem of determining how much of their 
usable liquidity the banks are going to run down, 

COMMISSIONER LEMAN: Yes, but do you 
think that would be as limited as it would be with 
the 15 per cent ratio in there, or would there be 
a wider haus las 

_ eoenahetes MR, “HACKETT: There might Derr a somewhat 
wide? aréa, Sit or abube that Te whuLd ve a's wide Hehe 
ps it ts n noW.; That 18.a personal view, ete, 

COMMISSIONER BROWN: At the moment it 
is 7 per cent on top of the 8 per cent, 

2s ow at MR (HACKETT 34 Veay i oi). 

COMMISSIONER BROWN: Where would you 
operate if the 7 per cent were not required? There 
is a point below which you would not go. It might 
be 2 per cent for one bank, and it might be 5 per 
cent for another, but there is a point below which 
you would not go? 

MR, HACKETT: Yes, That would be a 
matter of judgment for the individual bank. 


COMMISSIONER BROWN: The Governor's point 
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is that he does not know where this really starts to 
take effect unless there is an agreed ratio, 

MR. WADSWORTH: Could I add a point, 
Mr. Brown. This is not, in my assessment of the 
Situation, our complete liquidity. We have called 
it, for want of a better word, a liquidity require- 
ment. Whether or not we need a liquidity require- 
ment or a cash requirement cf 8 per cent we, the 
banks, would be carrying anothe: 4 per cent in day- 
to-day loans, and 5, 6 or 7 per cent in treasury 
bilis, Also, in trying to answer that question, 
you have to take into consideration that even under 
existing conditions, let us say, our true reserve 
is not what is over 15 per cent, but is only in 
those assets which qualify under the definition, 
The ee ae hates we Rave with the government 
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F faye” ‘Goverment of cahada bonds maturing in a month | 
which would be just as liquid as some of our tuensies | 
cow bbh holdings » which»might: te ter cae years; you & \; ge 
—_ to look at the whole picture, and in looking at 
the whole picture and the composition of a bank's 
portfolio, the difference would not be very great. 
COMMISSIONER BROWN: I am sorry, but 
I have missed something. You said the difference 
would not be very great -- the difference between 
what and what? 
MR. WADSWORTH: Between the area Mr. 


Leman was mentioning -- between the minimum required 


and what the bank had to dispose of to meet loan demands, 
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because the loan demand distribution looks as if it 
is the bank's whole portfolio, and if you were 
carrying an extra 8 per cent in true reserves in 
day-to-day loans and treasury bills then in your 
Government of Canada portfolio you might not have 
as many maturing Government of Canada obligations 
which you could use more quickly than treasury bills; 
COMMISSIONER BROWN: But the Governor's 
point is that he looks at those treasury bills and 
day-to-day loans and sees a point below which they 
will not go in the banking system, 
MR. WADSWORTH: That is true. 
COMMISSIONER LEMAN: Short of giving 
this ratio legal status there is an intermediate 


step, = that. 38. — the bank the authority to 


Ba 


-Ampose it, to vary it, OP --— 


open as to whether we seats like the Governor to 
have that authority? 
comment on that intermediate step. 

MR. WADSWORTH: On whether there should 
be that intermediate step? 

COMMISSIONER LEMAN: Yes, It is now 
a matter of agreement between the banks. 

MR, WADSWORTH: Yes, I would like to 
comment on that, and others might, too. In the 
first place I think the proposals made by the Governor 


have been in a broad sort of area, and in a broad way 


he has not been specific as to what the details 
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might be, so I think I would have to reply ina 
broad sense myself. 

It is our view that the present 
liquidity ratio that we have been talking about, or 
the liquidity requirement, has worked relatively 
well. AS we have pointed out, we are in a position 
which enables us to discuss its continuance with 
the Governor at any time. 

As to your direc question, we would 
have strong reservations about putting the additional 
power in the hands of the Bank of Canada to bring 
this about without consultation with the banks -- 
a bring it about merely by direction and order, 

I think that the 15 per cent liquidity 
requirement is another example of moral suasion. It 
is an example, as I think you mentioned, Mr. Brown, 
of the banks and the central bank arriving at an 
agreement between themselves, Any additional power 
tin oxnciel, leuk bpd to cimanend. sheul teavacie 
without any period of adjustment -- and we talked 
earlier about a period of adjustment that we 
felt was necessary in controlling all lines of 
credit and to meet the requirements of our customers -- 
we would, frankly, very, very strenuously resist. 
The procedure such as we have at present enables 
the Governor to suggest, and strongly recommend, 
steps he would like to take, but it also provides 
those most directly affected in its carrying out 
and the implications of it, such as the banks, 


an opportunity to sit down with him and talk over the 
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7 implications of it, to take into consideration his 
views, and to have a chance of placing our views 
before him, 

MR.'MEAPOLE: May I say something? I 
certainly would like to see an arvis left for oe 
operation and discussion, I can refer back to 
what I said before, that when moral suasion came 
in in its most severe form the original suggestion 
was 8 per cent in three months, which would have 
been utterly impossible, After discussion at that 


time that period was lengthened to six months, and the. 


| percentage reduced to seven," .'I would still like to see 
that possibility retained. 

COMMISSIONER LEMAN: I wanted your 
views on the record. | 

DR, McLEOD: Mr. Chairman, if none 
of the general managers wish to speak further on 
this subject I would like to comment upon it on 
behalf of the Toronto--Dominion Bank, if I may do so, 

I might say that we started out with 
accepting the views as expressed in paragraph 476 
completely as being, we think, a moderate and fair 
statement of the case. We think, as Mr. Wadsworth 
has said, that this is, in effect, an example of 
moral suasion. On this particular point I might 
be speaking for the other banks which have gone ‘along 
with this, because the Bank of Canada said: "This 
is something that is good for the country im general, 
and we are asking you to co-operate”. This is an 


area in which, if approached in this way, the banks 
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do normally co-operate if they feel they possibly 
can. 

Nevertheless, I have to say that we 
— not convinced that this thing has worked well, 
or that it should be retained. We certainly feel 
it should not be made statutory. We feel that in 
reasonably normal circumstances the Bank of Canada 
can exercise adequate control over the banking 
system through the cash ratio without resort to 
the liquidity ratio. I think the exposition in 
the brief of how the Bank of Canada can control our 
position by providing or withdrawing cash is quite 
good, and completely adequate. 

Although we do not put it quite in 
these words we do say admittedly that there may be 
market situations over which the Bank of Canada 
does not, in fact, have control, The reason for 


that is that it is only in the textbooks that markets | .. 
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are perfect, and sometimes it is not feasible for 


the Bank of Canada to withdraw cash in adequate 
volume or at an adequate rate without pretty well 
dvemipeing tthe market. In circumstances like 
that we are quite prepared to see a departure from 
the use of the cash ratio as a normal procedure.. 

We accept this. This is part of our responsibility. 
But, apart from demands like that, we do not think 
it should be retained for the reasons that are quite 
moderately put here, If this is continued there 


is the risk that the ratio will be successively 


increased with each successive crisis. 
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If once the exceptional circumstances are 


over, we feel that the logic of it is -- and this 


provision should be removed and the Bank of Canada shoul 
rely . on a cash ratio -- to put the liquidity ratio 
back into commission again so that it can be used again 

once it becomes necessary. 

Now, I was quite dissappointed in the 
description of this put forward by the Bank of Canada 
in its brief, in their submissio: No, 3, paragraphs 47 
to 50, and it ended with the rather bland statement 
that in the view ef te Bank of Canada the asset ratio 
is a useful instrument of monetary policy and should be 
retained. 

I would like to, if I may, go back a little 
earlier. This was introduced, and I think it has been 
| explained this: morning, beginning on approximately the 
lst of December, 1955, which, by the way, happens to 
coincide with the day of my joining the Toronto Dominion 
Bank, and was put completely into effect by the lst of 
June, over a period of six months. 

Now, as to their first annual reports and 
thereafter, the Bank of Canada -- I don't have that 
report in front of me, I am quoting from memory on that; 
I can tell you the page number, but I will not attempt | 
to do so. They say in words more or less to this 
effect: that this was introduced because they felt it 
POLLO scNG Hénponed of the banks -- in disposing of their 
long term assets, adjusting their cash and liquidity 


position-- make it occur sooner and with greater 


certainty than would otherwise be the case, and there 
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were one or two other things in there. 

Now, paragraph 47 and 48 repeated in a some- 

what different way more or less the same argument that 

were put very succinctly in about one or two sentences in 

that earlier report -- I don't think they :recount 
anything of value in the experience in the meantime -- 
but may I say that since this ratio was introduced 

it has varied between roughly 15 per cent and roughly 
20 per cent. This is a variatic. of approximately 

5 per cent 

Mr. Chairman, I just question whether it 
would have varied any more than that had there been 
no agreement on ratio. It might have varied over a 
different range; somebody suggested 20 per cent here 
as a possible minimum level, but if it varied between 
12 and 17 per cent there would have been, I submit, 
exactly the same ~-- no more and no less -- cushioning 
of the effect of monetary policy on these longer 
term portfolios of the bank. 

I think, in other words, that this has not 
worked well; it is not an advantage. It entails risks 
of an increasing interference rather than a decreasing 
one, and it is contrary to the use of the niarket mechanis 
which most of us subscribe to, ard actually I think we 
would be better served by removi. 5 it. 

Now, there is one other point; you were 
asking ‘about how low would the reserves of the liquidity 
assets ratio go in the extremity if we didn't have such 
a thing. Well, I think this is a situation where a 


reserve such as this is a cushion and is used to give yo 
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a Vittle more time fo do something else. In other words 
you can never reduce this cushion to zero. You never 
would, that is not the purpose of it. The purpose is 
to give you a little more leeway so that you can find 


other ways -- that is, if you are in a situation where 


you are really under pressure -=- find other ways of 
adjusting. 


Mr. Chairman, I think that is all I have 
to say at the moment. 

MR. MULHOLLAND: May I go on record in a 
sentence, and speaking as the President of the CiB.A.,. 
that we question the wisdom of incorporating in legal 
form 4 provision which it might well prove desirable 
to modify, and possibly at short notice, by agreement 
between the banks and the Governor and under a set 
of circumstances which we cannot foresee at the present 
time. 

COMMISSIONER MACKINTOSH: I have. just a 
couple of questions and I will not take long. This 
matter of relations between the banks and the so-called 
near-banks; that is, as to ownership and directorate 
management links between the banks and the other 
institutions, and not only the banks and the trust 
Companies. Why have these links grown up? I am not 
Sure whether this is covered in the Bank Actby prohibiting 
banks from engaging in any other business or not, but 
why have these links grown up and what is the value 
of them? 

MR. MULHOLLAND: If I may comment briefly; 


these links vary as to the policies of the different 
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banks in their reife L0H with the trust companies, and 
in these circumstances naturally this is not a subject 
on which the Association has any unanimous opinion. 

COMMISSIONER MACKINTOSH: I realize that 
in some cases it is an overlapping directorate and in 
other cases it is stock ownership. I don't know 
whether there are any cases in which there is merely 
a Epeditiont? link. What are the advantages of these 
links? Are there disadvantages .» it? 

MR. PATON: Possibly I might initiate the 
discussion. . on this 
subject, because undoubtedly éach bank has a different 
relationship, and speaking for ourselves, we have no 
direct stock share ownership in any trust company; we 
have a moderate share ownership of a mortgage corporatio 


which fully owns a trust company, and this is relatively 


& 


a recent acquisition. -. In our instance 
there are connections of very long ‘and ~ 
important standing. We have an interlocking directorate 
we have several directors. . in common. 
In so.far as the management of the company 
is concerned, a bank officer acts as vice president 
of the trust company, but so far as the day-to-day 


operations of the trust company itself are concerned, we /pla3 


NOpart. In:so far as links with respect to the significance 
of the flow of funds -- some such link as that -- there 
has been no evidence or no flow of funds in that 
connection; it merely protects what had been a life- 


long association. 


We feel that the goals of this 4ssociation 
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are several, but we ourselves have no desire to go 

into trust company action or trust company business, 

we feel that they are specialized people in a specialize 
field which they can handle very competently and we 

feel there is a mutual advantage in their operation and 
ours, the advancing of which would ‘prove beneficial 
to both the bank and the trust company. 

COMMISSIONER MACKINTOSH: Does that mean 
that each channels business for “he other to some 
degree? 

MR. PATON: Yes, the direction of! business 
to the other. This has proven to be the case, and I 
think possibly in the case of others, too. I think 
that possibly sums up our approach to it. We feel 
that this is to the benefit of the community at large 
and in no way detracts from the interestsof the general 
public. 

MR. BOYLES: Perhaps what I say may in some 
respects be repetitious, but it is a fact that the 
banks are precluded by reason of the Bank Act from 

performing all types of services, and aosusduneiy it 
appears that such an association has mutual advantages. 
In other words, the trust company association provides 
an immediate service facility as it were; in other 


words, the arrangement is complementary to one other. 
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MR. NEAPOLE: I think it is safe to 
say that ours is one of the oldest traditional ones, 
our association withthe Montreal Trust Company. We 
do not own a share of their stock, directly or 
indirectly. We unquestionably send business to 
one another, because we cannot perform trust company 
functions and they cannot perform some of the 
functions that we do, but they definitely compete 
with us. In fact, they are in the same building, 
and the saying down there is, "Walk upstairs and 
, lose 1 per cent", 

MR. MULHOLLAND: r, Chairman, except 
for that last sentence my view is the same as 

with respect to the Royal Trust Company. 
Mr. Neapole's / We have a very close directorate 
relationship, probably of an interlocking nature, 
to the extent that we have 15 individual directors, 
but we own no shares of this trust company either 
directly or indirectly, and never have owned any, 
and they are fiercely competitive for certain 
classes of deposits which we badiy need in times 
of stringency. 

MR.' WADSWORTH: May I add our bank's 
view on this? We have no influence, direct or 
indirect, on the management or policies or flow 
of funds of any trust companies as far as the bank 
I represent is concerned. Probably I should add, 
whether or not our views in this respect might 
change in the future I think would depend to a degree 
at least on whether or not anything was done on 


the limitations that are now imposed on the banks 
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with regard to direct competition; but at the momeht 
we have no influence on management or flow of funds. 

COMMISSIONER MACKINTOSH: Do you have 
some common directors? 

MR. WADSWORTH: Yes, we have a few, 

COMMISSIONER MACKINTOSH: To what 
extent do the banks associated with these trust 
companies use them exclusively? 

MR. MULHOLLAND: t should not say 
that we use any particular trust company exclusively 
in every area in which we would have mutual business, 
because we have dealings, as bankers, with many 
trust companies in Canada, either as a straight 
banking relationship or we may purchase dentiaeures 
for our investment portfolio only, and other areas 
in which we do business with them. 

MR. WADSWORTH: May I add one sentence 
to my last answer, Dr. Mackintosh? We have a few 
directors on the boards. of trust esdeautes -- plural 
and not one, 

MR. BOND: To complete the record, 
pernaps I had better say that the Mercantile Bank 
is also in a way associated with the Mercantile 
Trust Company, but at arms' length. There are no 
Shares owned in the Mercantile Trust Company , and 
it was set up to carry out services thé bank could 
not perform in Canada; they are in connection with 


inquiries and business from abroad, ‘ 
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COMMISSIONER MACKINTOSH: You have 


reminded me, Mr. Bond, of a question I intended to 
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ask, not about your relationship, but to what extent 
do trust companies own shares in the banks? 

MR. BOND: None at all in wns Base 
of ours. 

COMMISSIONER MACKINTOSH: No, I 
assumed that, 

MR. NEAPOLE: I do not know myself, 
in our case, They have a lot of shares registered 
in nominee companies and nominees names, but I do 
not know how many they actually hold, or if they 
do, 


COMMISSIONER MACKINTOSH: Some of them 


c 


have significant holdings. 

MR. PATON: The beneficial ownership 
of these shares might be in doubt, or some of them. 
- eaingas .  «MRg"NEAPOLE?’’ I would definitely say 
it is for clients SASSER S MEE stF ations I feel 
that. 

MR. MACARTHUR: The details of the 
major ones are tabled woh iies Soh ba chhe peaping 
each bank. | 

COMMISSIONER LEMAN: Is all this non- 
ownership of shares in trust companies, directly or 
indirectly, in deference to the provisions of 
section 75 (2) (b) of the Bank Act, which prohibits 
banks from, among other things, engaging in any trade 
or business¢ Is that the relationship between 
all this non-ownership and this section of the act? 

The reason I ask you that is that 19" 
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paragraph 389 of the submission, which refers to 
the fact that both the law and the competitive 
situation prevent banks from dominating any major 
sector of the economy. 

MR, MULHOLLAND: May I have the 
reference again? 

COMMISSIONER LEMAN: The reference 
in the Bank Act? | | 

MR, MULHOLLAND: Yes. 

COMMISSIONER LEMAN: Section 75 (2) (b). 

MR. WADSWORTH: I think the answer 
in connection with paragraph 389 of the brief is 
that. you could. inmelude what,is in section 75 (2) (oy, 
but it was written in the broader sense, as far | 
as the infduence banks might have in any field of 
business or industry, as we mention it here. 

COMMISSIONER LEMAN: I, searched “for 
Something else in the act that could have any bearing, 
and I have been unable to find anything. 

MR, WADSWORTH: Such is the bearing 
in the Act, but as far as the paragraph in our 
brief is concerned, it was written in the broadest 
Sense, that any control or infiduence to a major 
degree that we would have in any business or industry 
would not necessarily be trust company activity, 
but it could be anything. 

COMMISSIONER LEMAN: How do you 
interpret that section? Do you interpret it as a 
prohibition against siidnis owning trust companies and, 


in effect, dominating them? 
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MR, PATON: If I may endeavour to 
answer that, it 1s not directly indicated regarding 
trust companies, but this applies to any field of 
business, I think the legal interpretation is -- 
and perhaps Mr. Case can correct me -- :. that we 
must not own a majority Share in any business. 
COMMISSIONER LEMAN: When I said,"owning 
trust companies," I meant to the point of being able 
to dominate them, 
MR; PATON: This not only applies to 
trust companies, but to any sphere outside the 
regular field of banking business which, incidentally, 
is not too clearly defined in the Bank Act either. 
I would say that the section referred to is one 


we @4re fully conscious of in all our deliberations. 
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COMMISSIONER BROWN: You brought up the 
point, Mr. Paton, that this did not apply to just 
the trust businesses, 


MR. PATON: Yes. 


COME STONES BROWN: Has. there been othe 
business in whiéh the banks have bhen acquiring a 
major participation? I know of ROYNAT, 

MR, PATON: Not a major participation, 
but perhaps an important particivation, Mr. Brown, 

I am thinking of the name of the organization 
which you have just mentioned, and which has been 
brought up in discussion before. It undoubtedly 
comes within the requirements of this section 

of the Bank Act. 

COMMISSIONER BROWN: Is this a trend? 
Are the banks going to acquire more and more of this 
type of business? Are they going into the retailing 
business? How brant other financial institutions? 

. MR. PATON: It is rather difficult | 
to answer that in so far as trends are concerned. 
I do not think it should be considered as a trend 
that one can see develop unduly. I do not think 
any one of us could speak for the others in that 
respect. 

COMMISSIONER BROWN: I have another 
question that reverts back just a little bit in 
connection with this trust company relationship 
and the interlocking directorships. Let us suppose 
that something you recommend were carried out, 


namely, that the terms of competition between the 
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banks and the near banks became more equalized. One 
can visualize that if the banks are given more of 

the powers held by the near banks, that the near 

banks might tend to take over some of the fields now 
held by banks, In that case, just how appropriate 
would interlocking directorships be between companies 
that are in fact competing in a wider and Ginke field? 
I realize this is a rather difficult question to | 
ask the people so directly invoivecd. At the same 

time there are some principles involved in this, 

and if you could give us your Wews on the basis of 
principle rather than on the basis of problems 

as you see them in fact, we would appreciate it. 

THE CHAIRMAN: Perhaps you would like 


to sleep on this? 
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BREAST: We shall adjourn until 


9.15 tomorrow morning. 


--- Adjournment. 
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ERRATA 
VOLUME 62 
Line 
30 Delete "of the banks to be", insert 
"if the banks were" 
24 Delete this line and substitute 
"It does not seem to involve any particular 
difficulty for" 
28 Delete this line and substitute 
"there, It is little different from lines 
of credit of other” 
a leg “expertise” not "“expertese" 
10 Delete "chartered banks" and substitute 
"central bank" 
2 before "slight" insert "a" 


8=9 Delete "Of course, this has not yet been 
developed," 


28-29 Change period to comma after "institution" 
"Whereas" should be "whereas" 


1 "reserves" not "requirements" 


14 Delete "I do not mean to say that" and 
start a new sentence with "The distinction" 


18 "terms" should be "times" 

2 insert "one" after second "and" 

3 "by the others." should read "by the other 
banks," 

10 "other than" should be “out of the" 

12 "by" should be "with" 

22 "nenefit" should be “effect" 

19 after “expansion” insert "of" 

19 delete "with the" 


20-25 Delete these lines and substitute 
"“4nstances do not get value-dated the day 
are made; time is allowed for the clear 
of the cheque. I am not completely familiar 
with the time involved, but there is a system 
whereby there is some delay involved in value- 
dating with regard to deposits, whereas . 
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ERRATA (Volume 62 cont'd.) 


Page Line 
8265 29 After "Cambridge" insert a comma and 
change "University" to"Massachusetts" 
30 "on" should be "at" 
8274 4-7 Delete these and substitute 
"was not that the Quebec institutions -= 
when you speak of the province of Quebec, 
I think you are thinking of the Caisses 
-- that their cheques would be negotiable 
at par, but whether they could" 
8275 7 "inducement" should be "crossing" 
8278 13 "a few years ago” should read "two years ago" 
17 "the United States" should read "New York 
State" (see page 8322) 
23 "United States" should read "state" 
(see page 8322) 
8279 13 "strict" should read "strictly" 
8280 30 "doing the" showld read "doing a" 
8282 17 "on interest-bearing business" should read 
"on an interest-bearing basis” 
19 "lot of credit business" should read “lot 
of letter of credit business" 
8283 13 "Po be useful, this currency" should read 
"Mo be useful, such a currency” 
if "available in the foreign lands" should read 
“available in foreign hands" 
8284 28 "Parst, Let me first say" should read 
"Let me first say” 
8285 8 "unless we can." should read "unless we 
can do so." 
8286 10 "sn one kind of" should read "on time" 
18 "use the" should read "take on" 
19 "Euro-currency" should read "Euro-deposits' 
27 "was" should read “were” 
8287 8 "which" should read "do" 
22 "an the sense” should read "in that sense 
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ERRATA (Volume 62 cont'd.) 


Page Line 
8288 fs) "for" should read "or" 
8291 5 "is another" should read “is just another" 
8 "goes into deposit" should read "goes on 
deposit” 
10 "Canadian" should read "New York" 
30 "for whatever" should read "in the ordinary" 
8292 1 "said" should read "set" 
8293 1 "Canadian" should read "U.S." 
8295 bg "was" should read "were" 
19 "Bank sold" should read “Bank of Canada 
solid" 
30 "That is a swap that comes to you" should 
read "That is what a swap amounts to” 
8297 12 "Mr, Griffiths" should read "Mr. Shannon" 
8312 8 delete "to", insert "through" 
8323 22 "was a constant" should read “were a 
considerable" 
23 "go" should read "be drawn" 
8324 29 "business in the" should read "business 
and the" 
8326 2 "our" should read "the" 
8330 30 "position on an" should read "position 
to compete on an" 
8368 19 " in" not "ana" 
8369 4 should read “long because that raises 
interest rates" 
8 "caricature" not "“characature" 


8373 9-10 "the string on the tension" should read 
"the tension on the string” 


30 before "you are getting" insert "what" 


8374 1 after "at" insert "is" 
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. industry, let us call it that for the want of a better 
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--- At 9:15 A.M. the hearing resumed. 


THE CHAIRMAN: I shall call the meeting to 
order. | | 
COMMISS TONER BROWN : When we left last night, 
Mr. Muiholland, we had a questio:. hanging in the air. 
I did not know whether you had decided not to answer it 
or whether you had any comments to. make on it. 


MR. MULHOLLAND: Mr. Brown, would you please 


repeat the question? 


THE CHAIRMAN: You must have been sleeping on: 


COMMISSIONER BROWN: I will not undertake to 
repeat it word for word but the main point, I think, was 


that if further competition is developed in the banking 


word for a moment, so that some of the near-banks, 
including trust companies in that category, are able to 
carry out the same sort of operations and functions that 
the chartered banks do at present, and similarly the 
chartered banks are given ane wider privileges that you 
have been einen caiein that there will be more direct 
competition between what are now known es the chartered 


banks and what constitute the near-banks, how hkappropriat 


~~ would 4t be to have interlocking directorships? _ Vaht= 


MR. MULHOLLAND: -Mr®. Brown, I do not think 


there would be any conflict of interest. In those: .- 
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circumstances, in my opinion, it would still be appro- 
priate to have interlocking directorships. There will 
be stiff competition for similar types of business as 


between hi companies and chartered banksy But that 


is, first of all, a management problem and in that 


respect the responsibilities or even indeed the interests 


y é é 


of directors may be somewhat academic. 
COMMISSTONER LEMAN; May I suggest something, | 
Mr. Mulholiand? Were you finishes.’ with your weavers 
MR. MULHOLLAND: Yes, | ; 
COMMISS TONER LEMAN: What we really would 
like te get at heré is for us 41] to take a sate Look 
at section 75 of the Bank Act. There are certain 
- (aig in there and you have referred to bra 
prohibitions in your submission and have implied clese 
prohibitions really have some bite in them and that they! 
will produce a certain result which you have reférred to]! | 
| | These prohibitions are referred to in the _ 
i subsections to section 75. There is a prohibition against 
‘engaging in any trade or business, and the main piet of 
subsection (2) says. “directly or indirectly." So that ‘1 
is a prohibition against engaging in any trade or. 
business, and the second one is a prohibition against 
acquiring the capital stock of any other bank, of that 
bank itself or any other bank directly or indirectiy. 
So, we were just wondering how you interpret 


2 
a 


these sections, what ead purpocve Carin is and whether 


) 
# 


indirectly they can be circumvented or should be 


ry | . ‘4 4 \ 
PirGunventer: That is realiy the point. 


If it is admitted that near-banks get into. 
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a iine of business which is extremely close to the 


chartered banks by acquiring Stock in a near-bank or, 

a errect, a ebrolging it aes APE oUn ObKIEE director- 
ships, etcetera, and if a bank in errect controls the 
Sebdans of a near bank, is the spirit of the section 
circumvented? That 1s the whole point. 

MR, sasiceeemaeeduane Mr . Leman, that approsches 
&@ legal point cides I am not qualified to atscuse, but 
my own view is == 

COMMISSIONER LEMAN: Well, Me. Mulholland, 
if you do not mind su do not believe we ehiuan discuss 
in a lea eiattbae manner whether this is a prohibition. 
Let us talk about the spirit of it. What is it intended 
to do? That is all. What should it de in practice? 
| MR, MULHOLLAND: If I put it this way, Mr. 
Leman, does it answer are thought? In my opinion, a 
bank should not do something indineaty Wades it is 
not allowed to do directiy. 

COMMISSIONER LEMAN: You see, we want to 
discuss the principles here. In New York state, for 
astm, you have bank and trust companies. The banks 
have trust departments and handle the trust business, 
and similarly a company could apply for a charter 
and become a chartered hank if it wanted to. Would it. 
Be ittiart tres m ioicas: tue idinnices tase cieevis toruasih divisions. 
and let them do trust business and let the trust 
Companies do banking business if they desire to? ‘ 


MR. MULHOLLAND: I would certeinly not want 


to go on record that the trust companies or any othe: 
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going into any other class of business. I follow 
through with that by saying that in my opinion the 


banks should have permissive legislation to go into 


other related classes of business, which would includé- 
certain kinds of trust company operations, to be specifi 
in that area. 

COMMISSIONER LEMAN: I do not want to speak 
for the other commissioners but that is tlie jlers. on 
which I would like to discuss this. I do not think 
we should consider legalistic interpretations, for we 
are here to consider whether the Act is adequate as 
it is or whether it should be changed, etcetera. So 
there is no point in discussing Wasilla but the spirit 
of thesé sections. 

MR. NEAPOLE: Mr. Chairman; may I answer 
that question from my cown standpoint? ‘et 

THE CHAIRMAN: Yes. 

MR. NEAPOLE: As far as our banks relation- 
Ship with the Montreal Trust Company is concerned, 
it does not conflict with this section of the Act in 
any sense, either in the spirit or in the letter, 

COMMISSIONER LEMAN: What do you believe the 
intent of these prohibitions was? 

MR, NEAPOLE: I think it is quite clear that 
the intent was that we wp wae restrict ourselves to 
wiiat you would call the normal banking funetions. 

MR, LORENZO HEBERT: May I interject @ wor-. 
I think the history of this section is the following. 
At the very beginning when the banks were just starting 


their business there was a tendency for them to go into 
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commercial ventures, either openly or through some 


mechanism. This represented one big fault on the part | 
of the banks at the beginning of the last century. You 
may recall that I mentioned land speculation yesterday. 
This was one example of going into commercial venture. 
This is the reason why this section _ put in the Bank 
Act in the last dedvurs so far as engaging directly 
in other enterprises is concerned. That is, of course, 
dealing with the spirit of the la. 

COMMISSIONER LEMAN: What were of enterprises? 

MR. LORENZO HEBERT: The law doés not say,. 
of course, but historically in the last century banks. 
in the United States and some of them in Canada were 
inclined to branch out into all kinds of enterprises, 
in foreign trade, for instance, and capital was very 
scarce in those days and the banks had their note issue 
and they were the only ones that could collect savings, 
and there was a natural temptation on their. part to 
branch out into enterprises that were of a speculative 
satuhet | 

COMMISSIONER LEMAN: The Act as it stands 
envisages a certain rather precise type of enterprise 
that should be a bank. The Act dvear sbuennhatteme 
* banking pudiness is or should be. As you read it, as 
it stands in the Act now, the intent seems to be that 
that should be your business and nothing else.» \ 

MR, LORENZO HEBERT: Yes. 

MR. BOYLES: Mr. Leman, I think that the bank 
are very careful to observe the intent here, and I cnow 


of no case where the intent is not being abgerved. if: 


> @& "> ot 


emoe riguords 10 vinego wedtle ,serwiaev ‘Letoremmoo 
dxeq ed no tine? gid sao betaeaatget atdT vmetaedoom 
yoY .yxstseo deal eit to antaniged edd 38 avaed sit to | 
gebedaey matteluocge bret benotiwem 2 tedd [feoer yom 
-srusney Letoremmos otat yatog to olqmexe eno anw ett 
Nae@ ote wt tuq Baw aottese aids Ydw aceser edd et abdT 
qitoertS gatgsgqe se T61 O85 grutweo taal edt mt Joa 
eaqwoo to .et ded? .bewisomoo St nearrqredns redso at 
wef oft Yo Jhatge ed? doiw gatieed 

aeatzqiesde to bald JadW : MAMET AAMOTSETMMOD 
yee tom seoh wel eat PASSA OSWAHOI .aM 


edned Youtngo teal eft at ylleotrodatd dud .se1s09 to 


sxow ebersd al medt io enoe bao aevate besa ed? at 


peataqreiae to ebats Ife oval Juo donexd of penticee 
yrev cAW Letiqss bas (somer ant ~0% bet? matetot al 
eusal ovon ates bed edasdvsds bas ayebd..oaod? mi so1698 
ee ee 2] toeiion biluco ted? esno yino edt s19W vous bao 
ot $req thedt so aotsdeiques Leviton 6 86w eteds bas 
evicetuoeqa 6 20 stew Sadi seatiqiscae otat tuo doasad 


-oisten 


ebaeie #2 as toA eT + MAMA fZWOI22LMMCS 
ealsqretae to eqys setooug aedte%x aiestao 6s segeatvas 
odd, tadw sedixoaed toA ont .aned 6 od dbivoda Jedd 

es .¢2 beet woy tA = .Od Blvods 10 at seecteud gatinad 
vod? in of amece vactet say .wot JOA Odd at ebasse sf 
rd .selo gaidsor bas eventawd 1w0y od Divoda fede 
eeY <:THHaRR OSWINOI . AM 

‘etter? ski? I memed oN :@0YOR .AM 


ye 
wom I bes .o19% tastat edt ovisedo oF LuTeT65 Vr8y¥ 


Nethercut & Young - Bolo - 


Torente, Ontario 


bherecag any activity which suggests that it may be tn 
opposition to the intent, the bank 1s quick to seek a 
legal opinion to see that it is indeed operating within 
the limits of the Act. Y 

MR. MULHOLLAND: Mr. Leman, one coul 
place a very broad interpretation on section 73(e): of 
the Act as it reads. It provides that the bank may 
engage in and carry on such business generally -- which: 
is the widest word in the Englia language -- a apper= 
tains to the business of banking. 

That has never been properly interpreted, 
and that + why it is so athPidut Mena! aimeadmdpoaaente 
for bankers inthis country, or in any other country 
in the world to give anybody a definition as to’ what, 1 
a bank. 

THE CHAIRMAN: Or of the business of banking? 

MR. MULHOLLAND: Yes, or of the business of 
Beinchays SIP | 

COMMISSIONER BROWN: ‘Perhaps you could tell 
us what you consider to be the business. of banking? 

: MR. MULHOLLAND; That = the one question I 
have been fééring wat week. 

COMMISSIONER BROWN: -Then you must have the 
answer ready. ny 
MR. MULHOLLAND: We tried to.define it, Mr. 
Brown, in our brief. It starts at paragraph 28 and.; 
continues through to paragraph 30. 

COMMISSIONER BROWN: Perhaps wé should con 4 
it a little more. What are the banking functions in 


which you conceive that the near-banks are gompeting 
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so successfully with you? 


MR. MULHOLLAND: The functions in which the 
near-banks are competing successfully? 

COMMISSIONER BROWN: Yes. , 

MR, MULHOLLAND: It is in the area of deposita 

COMMISSIONER BROWN: You mean just in the 
area of accepting deposits? 

MR. MULHOLLAND: And in loans too, Mr. Brown. | 
-, They are’ able and willing to pay more for dead uaiaie and 
"therefore they compete yery successfully against the 
" chartered banks. 

COMMISSIONER MacKEEN: Mr. Mulholland, there |} 
has been a good deal of discussion on interlocking 
directorates. In your opinion,does it not very fre- 
quently happen that a man slated to join the Board of 
Directors of a bank may be a director of a trust 
company, or vice versa, and it is simply because he 
may have such qualities and experience and contacts that 
the trust company and the bank rather than the fect | 
Ratan a director of.a bank he is invited to be 
a director of a trust company just for that reason? 

MR. MULHOLLAND: Very importantly. so. 

COMMISSIONER MacKEEN;: Do you see any 
advantage in precluding a trust company director, for 
instance, from joining a bank, or vice versa? 

MR, MULHOLLAND: Definitely not, Mr. MacKeen. 
Sh stors = banks are men of the broadest SXDSTAOMDD : 
in every business activity in the  COURREF, ard it wound 
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just because they happen to be directors of a trust 
company. 
COMMISSIONER BROWN: I should like to go on 


now to discuss the question of this competition of and 


by near-banks, First of all, we might refer to para- 
graph Sayahinn you refer to the fact that the near-banks 
hold their liquid assets in the chartered banks, and 
that just as the central bank is the lender.of last 
resort for the commere ial banking system, the commercial 

banks in turn can perform the arene of: lender of 
last resort to the near-banks. You finish nas ae the 
sentence; 

"The liquidity of the entire financial 

structure depends largely on the liquidity 


of the banks." 


1 Do you see problems in this for monetary ©: 

TF weet eo i Is this a. dangerous situation as far as the 

banks are concerned? | 

| DR. MecLEOD: Mr. Chairman, and Mr. Presidents) pac 

af" TP may answer that: no, Miete wed not particularly 
from that point of view. It was primarily an attempt: 
to draw attention to this as one of the key roles that 
the banking system plays in the financial structure. 
It does not seem to have any particular difficulty for 
Solvency; indeed, on the tontrary the type of assets 
of these institutions is such that they are generally 
very creditworthy and there is no particular question 
there. It is different from lines of credit of other 


institutions which may be called upon under certain 


Conditiens, and as far as monetary policy is concerred 
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that is not particularly the aspect of it that causes 
trouble. It is not their access to bank loans parti- 
cularly, for they normally finance through their 
internal cash flows and through the ability to wt thant 
funds from other owners of deposits. 

COMMISSIONER BROWN: In order that you might 
compete more effectively you have étepennda?Giak the 
6 per cent ceiling on your rates be Fenton’ wie _ be 
given the opportunity to lend oi security of mortgages. 
We have mentioned several times that this implies the 
coroliary: you would be prepared to. see — gies 
people into whose field you would be entering get some 
banking privilege sections such as sections 82, 86 and 
88. 

What I would like to know is just which of th 
near-banks are you worried about? Which of the near- 
banks are you wanting to be able to compete more 
effectively with, and therefore with whom you are 
prepared to compete? 

MR. LORENZO HEBERT: Well, I would say all 
of them. 

COMMISSIONER BROWN: All right. Let us 
list them. 

MR. LORENZO HEBER? : Ba think they are listed 
here: trust companies, loan comparities, ecrédit.unions, 
the Caisse Populaires. | 

COMMISSIONER BROWN: How about finance 
companies? | 
; MR. LORENZO HEBERT: Finance companies. What 


I meant by compete is to be in a position, of course, 
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tohandle 4ll business that is offered to sins; Wn toate i 
would come within the concept of banking. There’ are’, ; 
, Some marginal cases and it 1s those tidrginel case’ that 
sometimes are a handicap to the banks because the Bank 
Act, of course, is so strict. We are the only 
institutions that are guided by a law ab“ wpeetric ve the 
Bank Act. 

COMMISSTONER BROWN: Is 1t eorreet to say 
that you would be prepared to st them similarly enabled 
to compete in all the things that.you now do? 

MR. MULHOLLAND: I would ‘g4ve.the answer 
"yes" to that, Mr. Brown. 

COMMISSIONER MACKINTOSH: Without coming 
within the provisions of the Bank Act? 

, MR. MULHOLLAND: No. 

MR. LORENZO HEBERT: That is provided they 
are subject _ wae Bane regulations, that they are under 
the seme handicaps as we are in some things. 

COMMISSIONER BROWN: I would just like to 
ask Mr. Mulholland what he meant by Hot vied Yau 


would not like to see them come under the Bank Act or 


that you would like to see them’come under the Bank Act? 
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MR. MULHOLLAND: May I put it this way, 
Mr. Brown, that perhaps they should be Subject to 
restrictions appropriate to the kind of business 
they are doing or want to do. 

COMMISSIONER BROWN: What would you | 
think of the idea of an omnibus act, say called 
a Financial Institutions Act, which would include 
banks and some of these others which would really 
be called banks, all under the same act, and all 
given the privilege of calling themselves banks’? 
They are all going to be carrying out a banking 
function. 

COMMISSIONER LEMAN: Do not invoke 
the constitution in your answer, now! That “is 
considered unfair to the Commissioners. 

MR. NEAPOLE: Mr. Chairman, might 
I say that from my viewpoint I would have no objection 
to having them operating exactly the same as we do, 
under the same regulations, performing the same 
functions; I would have no objection. 

COMMISSIONER BROWN: How about, the 


reaction of other general managers? 


MR. PATON: Mr. —s I think essentiall 
we have to remember that any depository engaging 
in the business of attracting funds has a very 
Serious and strong responsibility to the owners 
of these funds, and any legislation that might 
be widened to include the near-banks, if it were 
made too wide, might involve a serious difficulty 


in assuring that trust Js properly observed. Thereforel, 
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before making any type of omnibus act such as the 
one you have referred to, it would have to be very 
carefully considered, to make sure the prohibitions 
that are in it are sufficient to protect the 
depositors! money. 

COMMISSIONER BROWN: I think that is 
understood. We are discussing this purely on_a 
hypothetical basis at the moment, and we are not 
trying to draft legislation. -f you want to be 
able to compete with the others, presumably you 
have to see them all competing with you. 

MR. PATON: This I would agree to. 

We feel it is not by any means a one-way street, 

and I think legislation should be enacted which 
would permit a widening of the participants in what 
we refer: to as the banking PLe,gs The word 
"expertase" was used sgnasceraitaanee week, and 

I think it has a strong connotation ©). uineesiegng 
Sir; with regard to banking, and the ability to take 
sections 82 and 88 could. well. be-attracedeei-to all 
competitors, but this takes a considerable amount 

of care to make sure this is properly taken. i 
think you will find a good deal of reluctance on the 
part of the competing institutions to even cote 


under such legislation. 


COMMISSIONER BROWN: Presumably this 


would be their choice -or decision. 


MR. PATON: I cannot speak for then, 
COMMISSIONER BROWN: Somebody did sugges 


‘that if theyware so successful in attracting some | 
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of your depositors they might attract some of your 
staff. 

MR. PATON: We might not fight them 
too hard on that! 

MR, WADSWORTH: I would concur broadly 
with that view, Mr. Brown. If, in the opinion 
of the Commission, they were performing banking 
functions, they should come under mene ee 


regulations. We have no wish to curtail competition 


in that regard whatever. 


MR, BOYLES: These cal nas near - 
seins appear to have no restrictions with respect 
to powers such as those imposed by the Bank Act 
on the chartered banks. If we are to suggest that 
the banks be accorded iki treatment, I suggest 
the banks should be freed from the very Santhasteone 
we are talking about, and, similarly, the other 


institutions should be subject to the same restriction 


and reserve requirements generally. 

COMMISSIONER BROWN: Including the 
8 per cent and 15 per cent, or some sort of cash 
reserve requirement? 

MR. BOYLES: yes. That is one of 
the major elements of competition, that they are 
freed from that particular cost. 

COMMISSIONER BROWN: We asked you 
yesterday if you had any estimate of this, and it 
appeared that it was thought the 8 per cent was 4 
fair cash ratio. 


MR, BOYLES: Yes. 
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COMMISSIONER BROWN: But there were 
some differences of opinion about the secondary 
reserves. 

MR. BOYLES: yes, 

COMMISSIONER BROWN: Would you express 
an opinion, if reserve requirements were made for 
these competing institutions, Wenlindity be held 
in the Bank of Canada or should they be held in 
the chartered banks, as the Quev.tce Savings Banks 


now have the option? ‘his comes down to a dise 


_cussion of monetary control, and 1f it is a question 


of cost -- I mean, relative interest-rate cost -- 

then monetary control is unaffected, whether their 
deposits are in the banking system or in the Bank 

of Canada. If it is a question of availability, 

I suppose they should be in the Bank of Canada. 

MR. MULHOLLAND: To have effective 
control, those deposits should be in the Bank of 
Canada. | 

MR. LORENZO HEBERT: May I suggest, in 


the case of quite a number of them,it would be ™ 


was 


more convenient to have them in the chartered banks, 
because some are in outlying districts where their 
dealings with the Bank of Canada might not be so 
convenient. 

MR, BOYLES: There may be other reasons 
why such deposits should be lodged with the chartered 
banks. In many cases,they will continue to be 
the clients of chartered banks which will provide 


clearing arrangements and other ancillary services, 
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and the balances would help the banks for these costs. 

COMMISSIONER BROWN: If somebody is 
trying to read something into the fact I have brought 
this subject up, I emphasize that no decisions have 
ween made, and we are merely trying to get some ideas 
and opinions. 

MR. WADSWORTH: To be really effective, 
in the broad sense, and it is acknowledged they 
are providing banking services, théir reserves 
should be carried with the chartered banks, 

DR, McLEOD: May I add a word from the 
economi st's point of view -- and, as I pointed out 
before, 1 teh Speaking primarily from the technical 
point of view. I think there is quite an :apseeent 
matter of pridtipzt involved here that has not yet 
been adequately put forward in.the -évidence, that 


the effective reserves that are held as the chartered 


banks now hold them with the Bank of Canada are 


quite different from the reserves held by near -banks 
with the chartered banks, even though in terms of 
the cost differential it would appear to be the same. 
For this reason, the Bank of Canada how almost 
precise control over the amount of cash reservé® 
available to the banks. In technical, economic 
terminology, the supply of these reserves to the 

- banks is almost completely inelastic. If ‘the 

Bank of Canada decides to put them at such-and-such 
a level there is virtually nothing we can do to \ 


expand them. With respect to reserves of near- 


banks held with chartered banks,it is quite the con- 
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or do these deposits just not move around? 


acquire command over. bank deposits previously held. 
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terms of slight sacrifice to some other resources. -- 
and perhaps I am a little cavalier in saying 
"slight" but slight in relative terms -- they 
can add to their cash requirements, and the monetary 
authorities could have only a limited ability to 
Basteict that, and they would have to put very 
severe pressure on Deas rates generally. of 
course, this has not yet been ¢*veloped,. 
COMMISSIONER MACKINTOSH: I can see 
that a trust company can attract deposits. Can 
they attract deposits from other than banks. and other 


than depositors who are within the banking system, 


DR. McLEOD: Yes, Dr. Mackintosh, 
they can attract them. Perhaps I should be a little 
more explicit. I do not mean in the sense of offering. 
a little more for deposits and getting more people 
to move their deposits to trust companies. But 
Supposing a trust company, om any other depository, 
finds itself préssed for cash, or with an opportunity 
to make loans in times of tight money, in the 
Situation the bank finds itself in, 1t could, by 


sacrificing some of its bonds or other assets, 


by other people, and this is part of the increasing 


velocity of circulation of money. This would not 


diminish the cash. available to any other institution. 


Whereas, if am individual chartered bank attempted 


to do this the only way it could increase its. cash 
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requirements would be by depleting those of some 


other bank, and that other bank would be forced to” 
proceed to the same expedient. You would have a 
‘Geflationary pressure on the assets and liabilities 

of the banking system, and there would not be any 

such comparable pressure on the assets and liabilities 
of the near-banking system. 


COMMISSIONER MACKINTOSH: I can, see 


that there is more stretch in * control, but I 
cannot see that it is absent. They are alkl operating | 
ultimately on the Bank's cash reserve, as far as a 
liquidity ls concerned. 
DR. McLEOD: That is right, Dr. 
Mackintosh. I. do not mean to say that the distinc- 
tion is that. the pressure on them'is indirectly through 
the interest rate and not directly through the 
availability of cash reserves. This might be quite 
a significant difference in terms of tight. money. 
If we offered 25 per cent interest on additional 
cash of the Bank of Canada, I do not think that would 
persuade the Bank of Canada. 
COMMISSIONER MACKINTOSH: Who. do you 
mean by we"? 
| | DR. McLEOD: An individual chartered 
~wapenk: or the chartered banks aS 4 group. | 
4 COMMISSIONER MACKINTOSH: An individwal 
mt chartered bank would do pretty well for a while 
if it offered 25 per cent, but I do not know for 


how long. It is the system as a whole that cannot 


do this. 
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DR. McLEOD: Of course, this is a purely 
hypothetical and, indeed, fantastic proposal, and | 
that would have to be matched by the others, 
COMMISSIONER MACKINTOSH: If the banking 
system, by the removal of ceilings, was put in an 
equal position with the trust companies to attempt 
to attract deposits back and forth, is there more 
than what you would call slippage? 
DR. McLEOD: : Acesanbine deposits. back. 
&6 the banking system other than near ranks would. 
not affect the cash reserves of the banks held 
by the Bank of Canada. In exactly the same way 
with a given money supply, the near-banks can, in 
fact, expand their loans and investments without 
affecting, one way or another, the. assets and 
liabilities of the chartered banks, other than who 
holds Hite we potTye! It is the passing around of 
these deposits that causes the chain of reactions 
that brings about these results. Reversing this” 
in like way would deflate the near-banks in that 
sense, and if the chartered banks were able to do 
it,that would not have any immediate benefit on. chee 
cash aeettion of the banks. | 
COMMISSIONER MACKINTOSH: I find it 
@asier to think of it in terms of additional slippage 


in the system. 

COMMISSIONER BROWN: I. think we should 
point out, Dr. McLeod, that the Governor of the Bank | 
of Canada, in tes evidence, several times reiterated 


that they were more interested in credit conditions | 
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than the cash in the system, 

DR. MeLEOD: I think that is a perfectly 
correct statement, if I may say so. 

COMMISSIONER BROWN: Under those cir- 
cumstances ,does your assumption about a constant 
supply of cash mean much? 

DR. McLEOD: A constant supply of cash 
to whom, sir? 

. " COMMISSIONER BRU:N; To the banking 
system. 

DR. McLEOD: A constant supply of cash 
to the banking system determines, within very narrow 
Bch sentne exact size of the assets and liabilities 
of the banks. 

COMMISSIONER BROWN: If the 
central bank had a credit condition nebepeanee 

DR. McLEOD: The influence of that is, 
if you had a given level of activity or, perhaps, 
af ao want to see a given rate of expansion 
activity through increased bank credit and loans 
available from the banks, with, say, as a hypothetical 
example, there being no increase in the assets or 
liabilities of the near-banks, and then you intro- 
duced some feature which permitted, on top of that 
rate of expansion, a further expansion by the near 
banks, then the Bank of Canada would have to take 
that new expansion by the near-banks into account, 
and would have to reduce the amount of reserves 
or new reserves being made available to the banking 


system, so the rate of expansion of the banking system 
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would be decreased by the amount that was occurring 
outside. That is what I mean by saying that the 
Bank of Canada must take account of the total credit 
Situation and not just the money Supply or bank 
credit. 

COMMISSIONER BROWN: But if they are 
looking at the credit situsatinn as a whole, rather 
than the money supply and bank credit, what is then 
the difference, or is there as wuch difference as 
you would make out on your premise? 

DR, MCLEOD: Yes, Mr. Brown, I think 
this precisely means the banks would be the residual 
Suppliers of credit to the community. If other 
credit-granters provided more credit -- and. I suppose 
we are implicitiy Wattitidte here this is the maximum 


t that can be allowed for external reasons, 


. (presumably, and more would create inflationary. 
i dn! ince 


pressures -- if this is the maximum amount that.can 
be permitted and the near-banks get in there with the 
"fastest and mostest", we have to take what is left, 
COMMISSIONER BROWN: This is on a 
price differential, and this would have to be equated 
for CR BSaY: 
DR. McLEOD: That is the reason why 


they would be able to attract the resources with 


which to operate. That is true, sir. 


COMMISSIONER MACKINTOSH: If I could 
be so presumptuous as to interpret the Bank of 
Canada, I am sure they mean nothing else by 


"general credit conditions", than that the supply 
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of money, as such, is relatively meaningless unless 
you take it in relation to a given set of credit 
conditions or al'set which the central bank desires 
to create, It is not the money supply or the 
eredit conditions, but it is the money supply in 
relation to a given set of credit conditions. They 
are interested in establishing a nttorve yrthap pty which 


is appropriate to the set of conditions they think 


9 is desirable, but they are not looking at one or 

10 the other; they are looking at both, 

11) COMMISSIONER BROWN: Let us not debate 
12| among ourselves here, sir! 

13| COMMISSIONER LEMAN: Mr. Chairman, I 
14| - would like to turn to a ecenpeneget a ‘subject, butone >. 
eae an 
15, - fairly OSL related to what we have just been 

16) _ talking about, The Ageouesiaon Has put before: NB, 


‘a very good appendix describing the payments an 
clearing system in use in Canada, There has been 
leriticism before this Commission -- I have no need 
Jie say from WM ee Dt the manner an which the ee ae 
Art Wugagin: Ed gp Bei ds ‘eh iaiaserne® ein si 6k sag AOA ys! ty SR Yee tap cates eT AE Rly Aga oi See Tet EN ON PP SLE | 
clearing system is organized, and there have been 

Suggestions for changes, As I understand it, the 


Clearing system now is operated by the Canadian 


Bankers' Association under the act governing that 


Association. Are there any members of the central 


clearing now other than the chartered banks? 
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MR. LORENZO HEBERT: Yes. There are the 


two Quebec savings banks, and there is the third member, 
The Bank of Canada, In Montreal it is the City and 
District Savings Bank, and in Quebec it is the Quebec 
Savings Bank, 

COMMISSIONER LEMAN: What would be the 

“¢onditions for admitting other members into it? 

| MR. LORENZO HEBERT: I think all conditions 
are pretty well outlined in our -riéf. I would refer 
you to paragrapré8 410 and 411. 

COMMISSIONER LEMAN: I do not see there the 
conditions for admitting the near-banks into the central 
clearing house. These are conditions under which you 
feel they should organize their clearing before it gets 
to the central clearing house. 


AY LORENZO HEBERT : 7 But. BAESS are the 


a for.clearing. These conditions apply now, 
and as a matter of fact, they have applied for a number 
years. 

COMMISSIONER LEMAN: -But you have never 
Specified the conditions under which they would be 
admitted as members of the clearing house, if they wishe 
to become members. Is there any possibility of their 
becoming members if they want to, and what would be the 
conditions? eer: 

MR. LORENZO HEBERT: The clearing houses form 
One part of the clearing system. The clearing seneen 


is one function that the bank can perform very efficiently, 


because of its large network of branches. The banks hav 
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arrangements between themselves to facilitate the 
clearing,of cheques from one bank to another, and from \ 
one branch to another. There are only 51 clearing é ‘ 
houses in the whole of Canada. There is just one 
speciai mechanism in iarge centres where there are a 


number of banks, to facilitate the handling of cheqwes. , 


COMMISSIONER LEMAN: I am wondering if yap 
have answered my question. Are there specified 
conditions under which near-bani: could become members 
of the clearing house? 

MR. LORENZO HEBERT: I don't think we have 
been requested to give out a set of conditions under 

Ce we 


which they would be admitted, and so far as I know we i 


h 


have not yet considered making out a set of specific ¥ 
conditions under which they would be admitted. 

COMMISSIONER LEMAN: No near-bank has ever. 
applied for membership, or has ever spied “sates 
formally or informally for admission? wits 

MR. LORENZO HEBERT: Not to a knowledge. 

COMMISSIONER LEMAN: What would be the 
objections to having a system under which some kind of 
neutral organization, which would admit near-banks as’ 
members of a central clearing system? To which every- 
body would contribute his fair share? 

MR, MULHOLLAND: May I interject an answer 
to that question, Mr. Leman? 

re the main objections to having an 


outside organization operate the clearing house system 


is that -- and this is the most important objection as 


M} I see it -- it would jeopardize the very confidential 
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nature of the transactions as between a bank and its 
customer and interbank... That is to say, a third party 
would have very important knowledge of large trans- 
actions going through the clearing system which they 
Should not have. I am referring, of course, to large 
entries. By observing these entries certain trans- 
actions would be made abundantly clear vee a third party. 
A third party intervening in the clearing dystem would 
definitely break down that most vonfidential nature as 
between a bank and its customers, and between banks. 
COMMISSIONER LEMAN; Suppose that third 

Party would be the Bank of Canada? 

| MR. MULHOLLAND: | L would consider the Bank 
of Canada in this respect very definitely to be a third: 


party’ The information on large transactions, when: 


Which they do not now get and cannot get. A large 
cheque a ae by A payable to B might reveal certain 
information to the Bank of Canada which would be most 
“undesirable from ‘the customers” point” of view. 

COMMISSIONER LEMAN: How did the Americans 
get around this objection? 

MR. MULHOLLAND: It may be that the control 
of the clearing system is broken down into smaller 
units. I am not referring to the unit system of benking,| 
but to the federal reserve areas. Whether information 
would be available from one area to another, I don't 
know. Mr. Leman, I really can't possibly answer that 
question. 
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MR, BOYLES: Mr. Leman, perhaps I am: not 
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I, seen by. the Bank of Canada, would give them information|. _ 
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going directly to your question, but as you well know 


the Canadian Bankers’ Association Act confers powers 
upon the Association to establish in any place in Canada 
a clearing house for banks, and to make rules and 
regulations. In fact, all banks, whether members of 

the Association or not, have an equal vote in this 
matter. 

Now, there is nothing in the rules and 
regulations or in the Act which ~’ecludés someone else 
from making application for membership; but in practice 
this has not been done, except in two or three cases 
as described by Mr. Hebert. If applications were made, 
I would think they would be ewastcdce in the light of 
their respective merits, 

COMMISSIONER LEMAN: To continue with the 
discussion initiated by Mr. Mulholland, do you not 

_ think it would be possible to get around all the 
eabebtions you have mentioned by making sure that the 
person at the top would be a neutral party, not interested 
in the information in any way! 

MR. MULHOLLAND: I would like to go back if 
I may, by way of a4 partial answer to your question and 
to supplement a previous comment I made. 

You suggested that the Bank of Canada might 
be responsible for the clearing system. The speed with 
which, under today's banking conditions, we must transmit 
items across the country and as between banks, parti- 


Cularly in the larger centres where there are heavier- 


tw 


9] volumes of clearings, I could visualize the situatton 


where, if the Bank of Canada was charged with this 
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responsibility, with 411 banks clearing their cheques 
to the central bank in the morning, the drawee banks 
might not receive their cheques until o4 hours 
later, which would be a very serious delay in the 


clearing process. 


COMMISSIONER LEMAN: I am not sufficiently 

informed technically with the way the System would have 
| to work. Would this necessarily follow that there would: 
be this delay, or is this: just 4 ‘anger? 

MR. MULHOLLAND: It is the danger. 

MR. LORENZO HEBERT : May I. add a comment. 

The banks last year cleared among themselves one billion 
cheques; the near-banks, as you will see, had only 
thirteen million cheques, 

The banks are satisfied with the system they 
now have. We find that we can handle these cheques 
between ourselves very efficiently, and we think that 
to turn the bulk of our cheques over to another 
institution just to take care of thirteen million 
cheques would mean an added cost to the banks and would 
make our whole Clearing system, as has emerged during 
this past century, much less efficient than it now is. 

MR. HARRIS: Mr. Chairman, it might ‘be useful 
if one were to attempt to give a definition of what is 
called the clearing system. Without consultation, I 
would define it as the sum total of all branches of 
chartered banks, plus the two Quebec banks named by 
Mr. Hebert, plus the Bamk of Canada ~ and that is all. 
The clearing house as such performs a very insignificant 


function. Frankly, I cannot quite see what another 
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organization imposed on the chartered banks could do 


or what function it could possibly perform. I would 


Say that during the past year probably not one cheque 
passed through . clearing house. The physical exchange 
of cheques takes place possibly on the day the cheques 
are received or before the Clearing house meets in the 
morning. The meeting of the clearing house is a very 
gentlemanly affair, where the clerks advise the clearing 
house manager what each bank owe the other. 

COMMISSIONER LEMAN;: Mr. Harris, I am 
wondering if your comment is consistent with the one 
Mr. Hebert made. If the Clearing house function as Buch 
is rather an insignificant part of the total, itis 
because of the tremendous amount of clearing that takes 
place within the bank before the items ever get to the 
top of the pyramid. 

MR. HARRIS: That is right. 

COMMISSIONER LEMAN: Im that case, if other 
eetitutiowarcndt wanted to pay to clear at the central 


point were berforming the necessary umderlyimg function 


insignificant, 1t does not seem to me that the two 
comments are consistent. 

MR. HARRIS: Of course,the chartered banks 
dere in existence some hundred years before the near-— 
Seaaks. and the instruments with which they have been 

‘galing are the instruments covered by the Bills of 
Exchange Act. Subsequently,there has been the 
development of the near-bank system, and of course... 


‘the jastruments they issue are mot covered by the Bills 
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of Exchange Act, and the banks refer to them as "orders" 
In my judgment, when a near-bank comes to 
a bank and asks for the privilege of clearing its items 
through the banks, then it Sotibs in as any other 
customer of the system and pays. 
MR. WADSWORTH: May I add another remark, 
Mr. Chairman? Is not another important consideration 
that of having in mind what has Just been said, that 
banks exchange cheques between i vemselves, amd the 
Clearing house is mow more of a settlement point. When 
these near-banks speak of being members of the clearing 
house, it automatically follows that if we are going 
to make proper settlement they would have to have accounts 
with the Bank of Canada. Are they talking about future 
conditions or present conditions? 
COMMISSIONER LEMAN: I admit this is possible 
but there would be no difficulty about having them 
keep clearing accounts with the Bank of Canada. 
Are the banks in a Pree er to give us a 
rough idea of the cost relative to the charges they 
make to the non-bank members for the clearing services? 
The banks have made reference to the fact that there 
was 4 cost involved in handling the instruments of 
other institutions, and they do make charges for this. 
How does this all balance out? 
MR. LORENZO HEBERT: We charge them five 
eents for each order cleared for them, and our studies 
Sahox the fact that this is even below our actual cost 


Of handling each item. 


MR. BOYLES: : Mr. Leman, there 48 a schedule 
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of charges as it relates directly to, let us say, their 
access to the clearing house, I think we could table 
that with you. | 

COMMISSIONER LEMAN: TI understand, Mr. 
Boyles, that there is a schedule of charges and ..the 
banks as a group stand the costs of the clearing system. 
But this thing must net out Someway. Can you give us 
any idea as to how it nets out? 

MR. WADSWORTH: May i make another comment? 
My understanding is that we have already submitted to 
the Royal Commission, through its secretary, the details 
of the charges, the cost imvolved, and the net cost to: 
the bank, all im some detail and under various headings. 
I think you have the. detailed information to that 
effect on file, 

COMMISSIONER LEMAN: I have not seen the 
details, and I am not asking you to put the details on 
the record here today. Iam just asking to give us a 
rough idea of it. Is it a loss proposition? 

MR. WADSWORTH: It is definitely a loss 


proposition. 
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COMMISSIONER LEMAN: There has been 
an expression of some dissatisfaction over the fact 
that these other institutions do not know exactly 
how the cost and the charge are related; 

dom vat. se. the only reason I 
raised the point, 

In the appendix which I referred to 
earlier, paragraph 5 thereof, I would like to quote 
the sentence which reads: 

"Within the banking System, the 

difference in approach between the 

two countries .,," 
You are talking about England and Ganada there: 

".. lies in the éiéasing process, 

in that the English system is nla 

on credit transfer while the Canadian 

System relies on the principle of 

debit clearings, * 

Would you elaborate on that just a little bit -to 
explain the significance of this contrast? 

MR. LORENZO HEBERT: We My ei Canada 
use cheques on 98 per cent of our transactions while 
in Europe they have the Giro system. Instead 
of the debtor sending a cheque to his creditor, 
which is deposited in the bank of the creditor 
and comes back to the debtor's bank to be debited 
to his account, the debtor instructs his bank to 
remit to another bank for the account of so and so, 
which is the system which is, of course, — 


_in Europe and which to some extent has Deen sc eRing ae, 
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into use in England lately. 
COMMISSIONER LEMAN: What are the 
relative merits of the two systems? 


MR,LORENZO HEBERT: Well, there are 


advantages, of course, to both systems, depending 
on the saucg tamu: The conditions here in dariade 
are altogether different from what they are in 

ale Our people have been used to the cheque 
System where they don't have te do anything. If 

they owe some supplier or anybody else, all they 

have to do is write a eiegad and drop it in the mail, 
while under the Giro system you have to go to an 
office, fill out a form and indicate exactly the 

name of the institution where the account is carried, 
People are used to that in Europe, but we are not 

used to it and personally I don't see how it will 

ever catch the fancy of our customers. 

COMMISSIONER LEMAN: I suppose that 
the Gyro system may lead to the possibility of 
Some errors; the debtor giving the wrong address for 
his creditor, and that sort of thing? 

MR. LORENZO HEBERT: Yes indeed, that 
is why in Europe -- in France or the Netherlands -- 
each of these accounts have a specific number, and A 
when you fill out the form when you want to make 
the payments you have to indicate exactly the number 
of the account and the institution where it is carrigd 

COMMISSIONER LEMAN: I wonder if one 
of the consequences of the different system we use 


in Canada has led to the general practice of having 
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creditors charged with any costs involved in the 
payment through the banking System, whereas under 
the Giro system Obviously,if there are any costs 
to be charged ,they would be charged to the debtor, 

MR. LORENZO HEBERT: ‘That is the case, 
De 

COMMISSIONER LEMAN: What are the 
relative advantages and what is the relative logic 
of charging the creditor rath=, than the debtor? 

MR, LORENZO HEBERT: Well, I think 
that as in any other institution the Logic is not 
always the main -- it is a question of how these 
institutions do it, how they are related to all 
kinds of methods, and here in Ganada and in America 
in the last. century it has been the practice to 
Send a cheque and the bank who receives the cheque 
will have to collect the money and it makes 4 charge 
fer that. 

COMMISSIONER LEMAN: But isn't it true 
that in this country the overwhelming majority of 
the legal basis for paying off debts -- unless other- 
wise specified -- is that they should be payable 
to the creditor without charge; he is entitled normall 
29 get paid without charge, isn't he? 

MR.LORENZO HEEERT: well, I suppose 
that is a matter of civil law, on which I am no 
authority, of course, but presumably if it has 
‘been specified in a contract that something must 
be paid to me at my place of business, well,,I am 


entitled to receive payment there, naturally. if 
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it hasn't been Specified ,well, that is another matter, 

COMMISSIONER LEMAN: Well, this is 
another thing that they solve in the United States, 
San ht rat? The creditors do not get charged in the 
United Statés, do they? 

MR, LORENZO HEBERT: That is the fact 
in some cases, but in most cases and, as a matter 
of fact, I think that 90 per cent of the banks 
are on what they call @ par cleiring system, 

COMMISSIONER LEMAN: What T am groping 
for is what would be the objections to instituting 
a system in Canada under which these cheques going 
through the clearing would all be payable at par? 

MR. LORENZO HEBERT: Well, the banks 
have been considering that, as a matter of fact. 
Would somebody else like to take that? 

MR. PATON: Ferhaps one of the different 
factors in the United States banks which you raise 
here is that deposits in the United States in many 
instances do not get validated the day they are made; 
time is allowed for the clearing of the cheque, so 
the value given to a particular -- I am not too 
familiar with the time involved, but there is a 
System whereby there is some time involved in the 
validating with regard to the deposit, and in 
Canadian banks immediate credit is given on deposits 


made, | 
DR, McLEOD: May I give an example? 
When I was a graduate student in Cambridge University ,, 


if I got a cheque from Canada payable on a bank in 
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Boston, I could take it to my bank and deposit it 
there and get crédit within the next day or two 
days. If I wanted immediate ceed ewer I. 
am afraid students usually do -- I had to pay an 
additional fee. However, I forget what they called 
it, but I think it was an equivalent interest fee 
or a minimum fee to get immediate credit. 

MR. BOYLES: May I speak to this point? 
First of all, I think we shoui2 recognize that this | 
practice of issuing a cheque to the payee is archaic. 
Using the same word twice this week,I will probably 
be reported on again ! 

COMMISSIONER LEMAN: It is a good 
word, 

MR. BOYLES: Let us admit it, it is 
archaic. In other Wea; : agree with the thoughts 
you had, that the payer of the funds should pay 
the charges for the transmission of funds. ie 

Now, this involves a lot of other 
‘practices which are worthy of consideration and, 
indeed, are under consideration. As you know, under 
this rather peculiar system it is very difficult 
for.the. paying bank to have access, let us Say, 
to the drawer of the cheque. The Royal Bank 
in Vancouver might be negotiating a cheque on the 
Bank of Nova Scotia in Halifax, and this is one of 
the problems because you don't have an opportunity 
to procure that charge to which the bank is entitled 
from the drawer of the cheque in every case and then, 
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that some fee 1s not imposed. Theré. ta. the, clearing 
cost and the handling cost and, of course, the deni t 
float factor, which is very tmportant, As FE says 

we have this mattdér under consideration, It is 
being developed &teadily, and I hope ME Boe 

a view to seeing what we ean do to ee aoe Se ." 
to which you referred, . 

It is recognized that the. present, 
system is not all_it-might be and it is recognized, 
too, that:in the event that the payee of these A 
cheques is relieved of that charge, that charge 
must be passed on in some other direction, namely, 
the drawer, and this is the system that has to be 
developed, 

COMMISSIONER LEMAN: And that is under 
constant study? | 

| MR, BOYLES: ° It is under very active 
study at the present time and has been for some time, 

COMMISSIONER LEMAN: The Giro system, 
‘has it practically eliminated cases of N.S.F. orders 
‘or cheques in Europe? | 

MR. BOYLES: Well, the creditor system, 
of course, is most desirable because cover is 
provided at the time that the request for the 
remittance is made. 

COMMISSIONER LEMAN: Is the handling 
of N.S.F. cheques in our system quite a costly affair? 

MR, BOYLES: It 1s a very costly 
affair, becayse here again you are involved in a 


colessal debit float while awaiting clearance from 
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the drawer and, as a matter of fact, there is notice 
involved, and 80 on and 60 on, There is a lot of 
cost attached to it, and also a5 we said when we 
were talking about ee ai this is another form 
of it and you get all these other complications and 
inconveniences and expense, 

COMMISSIONER LEMAN: TI certainly visualiz 
that an N.S.F. cheque is aR aAEr messy instrument 
and that it is costly, Is the volume significant? 

MR. BOYLES: The volume is -- if I 
may use the word -- colossal, 

COMMISSIONER LEMAN: Therefore that is 
an argument for the banks Studying the matter and 
seeing whether any alterations to the system could 
be --- 

MR. BOYLES: And also it is another 
reason for the elimination of overdrafts. In other 
words, if you eliminated overdrafts it eould 
gradually correct the practice of people issuing 
eheques for which there are no funds, 

COMMISSIONER LEMAN: Yow mean that a 
lot of drawers of N.S.F. cheques are just people 
who take for granted that the bank will honour 
them and they will make arrangements later? 

MR. BOYLES: Right. 

“THE CHATRMAM Gg ——" - > I thought that 
was an alternative! 

COMMISSIONER BROWN: Gould I ask a 

Be question on this? Where is the deptt float factor 
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in a certified cheque between the two different system 
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+ a MR, BOYLES: In the case of a- certified | 


cheque, Mr. Brow, it is tantamount, you might say, 
to this European system. In other words, the cover 
is provided or arrangements are made for the 
certification of cheques, In other words, a cheque 
which is certified means that the amount has. actually 
been charged to the customer, 
COMMISSIONER BROWN: Why should: 
you charge on certified cheques as on ordinary 
cheques? 
| MR. BOYLES: ieeanse you still have 
got the handling costs, the clearing-house cost, 
and so on, . 
COMMISSIONER BROWN: Is there much 
| clearing-house Fost between a dortified cheque 


in Vancouver and Montreal and another: certifted 


cheque? 
| MR. BOYLES: No. 
COMMISSIONER BROWN: Then why should 
there be ‘ charge? 
| THE CHAIRMAN: Why should there be the 
Same charge? | : | ata 
“MR. BOYLES: Well, as I said a 14ttie 
earlier, we admit that the system is archaic and 
is under study. It is one of the factors that 
is being considered. 
| MR. LORENZO HEBERT: It is not a ..tase 
that there will not be any charge to the customers ( 
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f( en cheques of over $50,000. The arrangement that 


a 


the banks have made on a reciprocity basis is that 
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when these cheques go from one to another there will 
not ve any chatge between the two banks, so it is 
what we pay to another bank today and what they would 
pay us tomorrow on these cheques, so it reduces the 
work and the complication ,and it makes for very 
prompt handling of these cheques, and that is the 
‘only reason why this system was adopted in 1960. 

COMMISSIONER BROWN: Why do you charge 
the same on certified cheques” 

MR. NEAPOLE: The float factor does 
exist with the certified cheque in the hands of the 
person who pays it, the bank who pays it to the payee, 
It exists as a float until it is cleared and 
Settlement is made by the drawee, 

MR. LORENZO HEBERT: In other words, 
if the bank in Vancouver cashes a cheque which 
has been certified in Halifax, the bank in Wepesueen 
will not get the funds until it is mecuviay paid ° 
in clearing house funds in Halifax. 

COMMISSIONER BROWN: rt can't clear 
with the corresponding bank in Vancouver? 

MR. BOYLES: It could, but re 
could be a one day delay. 

COMMISSIONER BROWN: Say that it was 
a Bank of Montreal/in Halifax cleared by the Royal 
™e: .Bank- i in Vancouver, don't they get the funds 
in the Bank of Montreal in Vancouver the same day? 

MR, LORENZO HEBERT: The following day. 

iar aii ieh BROWN: That is the same ‘* 


@8 a Montreal cheque on the Royal Bank in Vancouver? 
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MR. NEAPOLE: Merely certifying it 
does change the float factor in that cheque, whatever 
it may be, 

COMMISSIONER BROWN: (Could T clarify 
this point. I understood the float factor -- perhaps 
I am confused on this -- I understood that the 
float factor arose from the fact that if you wrote 
a cheque in Vancouver and somebody clears it in 
Ottawa, that the bank has to give credit to the 
Somebody in Ottawa before my account is debited 
in Vancouver, and therefore the float exists. As 
soon as I certify a cheque in Vancouver my account 
is debited in Vancouver right then, so in fact there 
is a float in favour of the banking system? 

MR. LORENZO HEBERT: pnése’ @¥8"S1ways 
the handling chatgels 

COMMISSIONER BROWN: We are talking 
about the float at the moment. People were saying 
that there is no difference in the float system 
of chequing and in certified cheques; am I confused 
on what a float is? 

MR. BOYLES: The difference is that 
you are quite right if the negotiating bank is 
the same as that on which the cheque is drawn, 
there will be no debit float in respect of a 
certified atied bac af the cheque is drawn on 
Mt a vant, then there is a delay pending settlement 
there is a debit float factor there, 

COMMISSIONER BROWN: All right, but 


ig, that debit float factor there any more than the 
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Terente, Ontario 
debit-float factor between the same two banks if the 
cheques were cleared in the same city? 
MR. BOYLES: Yes, If I bale your 
qQuestinn properly, I would like to gO back to the 


point I made that if a cheque is negotiated by a 


bank other than that on which it is drawn -- for ; 
instance, let us say that the Royal Bank in Vancotwver 
negotiates a cheque on the Bank of Nova Scotia in 
Ottawa, the Royal Bank clears “hat cheque to the 
Vancouver branch of the Bank of Nova Scotia, but 

1t does not get settlement for that cheque until 

the following day. 

COMMISSIONER BROWN: All right, but 
if the Royal Bank in Vancouver was clearing the 
cheque on the Bank of Nova Scotia in Vancouver, 
when would it get the clearing? 

MR. BOYLES : The next day. 

COMMISSIONER BROWN: Then there is no 
difference whether it is a Vancouver Nova Scotia 
cheque or Ottawa Nova Scotia cheque? 

MR. BOYLES: That is ‘aia right. 

COMMISSIONER BROWN: That was my point, 

MR. BOYLES: There is always a float 
in respect of ail items whether local or out-of-town. 

MR. LORENZO HEBERT: The number of 
these certified cheques, of course, is very small, 
naturally. 

COMMISSIONER LEMAN: One more ..ipoint, 
which involves the non-par clearing institutions; 


can a near-bank offer to its customers -- some of the 
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Toronto, Ontario 
chartered banks do offer par clearing throughout 
Canada to some of their customers, Can the near- 
banks do the same thing? 
MR. LORENZO HEBERT: We have a branch 


in Montreal and we see the cheques drawn by customer 


so and so, we authorize our branch at such a place -- 
or all branches -- to take that cheque at par; this 
is our own branches or our own branch. 

COMMISSIONER LEMAN: My questinn was 
can a near-bank, let us say, situated in the province 
of Quebec, that wants to offer par clearing for 
cheques drawn by one of its customers, par clearing 
throughout Canada, can it do so? 

MR.' LORENZO HEBERT: Well no, because 
for that very reason, they only have one office 
so they can't authorize any branches of the credit 
union to pay that cheque at par because they have 
‘no branches . 
COMMISSIONER MACKINTOSH: Couldn#t 
you make an arrangement with the bank that a customer 
can arrange to have his cheques cashed at par -- 
I presume for some consideration of some sort -- ; 
couldn't the near-bank's customer make the same 
arrangement 

MR. LORENZO HEBERT: They could make 
an arrangement with anybody they want to, of course, 
I. suppose, 

COMMISSIONER MACKINTOSH: With a 


chartered bank, I mean? 


MR, WADSWORTH: For a fee, or whatever 
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Terente, Ontario 
the case may be, the same as any other commercial 
customer, 
MR. PATON: Your question, I think, 
was not the Quebec institutions when you speak of 
the province of Quebec; I think you are thinking 
of the Caisse, that their cheques would be negotiable 
at par, and I think your question was could they 


allot that privilege to their customers. 
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The justification in obtaining par privileges 
in chartered banks depends on the creditworthiness. of 
the customer. If the Caisse or any other institution 
were to endeavour to arrange par privileges for the 
benefit of their own customers, they would have to 
examine this very carefully to make sure their cheques 
would warrant this Privilege of par inducement. 

COMMISSIONER LEMAN: Well, the Caisse would 
be responsible, 

MR. PATON: But the customer would have this 
imprinted on the cheque. That is what you envisage, 
is it not? The Caisse or any other institution would 
not automatically be willing to guarantee every cheque 
issued by everyone of its customers. 

COMMISSIONER LEMAN: No, but do the banks 
guarantee each other for the creditworthiness of the 
customers to whom they grant this privilege? 

MR. PATON! Not Specifically, no. ‘It is not 
a privilege that is handed out easily. That is the 
point I wish to make, = 

COMMISSIONER LEMAN: I do not feel it would 
be too useful to diseuss in detail all the difficulties, 
the mechanical difficulties, of the ideal clearing? 
System. You have already explained that this a7 always 
under study, that there are lots of ramifications to 
consider. Could we get some ee down on the 
record as a system under which any tHatitatien needing 
clearing facilities could have access to a clearing 
System, provided it was willing and able to observe 


all the reasonable rules that are required in order.to. 
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efficiently make a clearing System function and pay iti, 
fair share of the costs. These are reasonable principles. 

‘MR. HARRIS: That is a very fair statement, 
The mere fact that the near-banks issue these cheques 
~ and issue orders, I think, is proof that they have aeces 
to the clearing system of the banks. 

COMMISSIONER LEMAN: They do, but under 
Special terms and conditions. 

MR. HARRIS: Yes. Bu* the terms and 
conditions are laid down, and to my knowledge these 
privileges have never been denied to anyone who has 
asked for them and who has agreed to the terms and 
conditions, which incidentally we consider’ to be 
quite reasonable. 

COMMISSIONER LEMAN: Youvhave already told 
ug that the clearing service you give these other 
institutions in exchange for a charge is done at a loss 
to you. If we say "access to a clearing system on 
equal terms and conditions," they would presumably pay | 
a little more for the service, if you are making a loss 
on it now. 

MR. HARRIS: Well, sir, there are a good 
many of the services that the chartered banks perform, 

I think it is agreed, that on a cost basis are carried 
out at a loss. I think it is also true to say that 
these are constantly under review. As to the question 
of exchange charges, referred to by Mr. Boyles, that is 
Sometime which Serveny. anit under active cons: denetio: 
at the present time. 


COMMIS$ LONER LBMAN: Because, as Mr. Hebert 
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pointed out to us, the volume of orders 
handled through the non-banking system is quite small 
in relation to the volume of such orders handled through 
the banking system, but there is no telling where that 
will be some years hence. The relationship could change 
I have nothing more on this point, Mr. Chairman. 

THE CHAIRMAN: We shall adjourn for ten 


minutes, 


--- Short recess. 


THE CHAIRMAN: We shall now resume. 

COMMISSIONER MACKINTOSH: I should like to 
ask some questions in a field on which I have quite 
inadequate knowledge. Ll refer to the foreign 
currency business of the banks. It is quite clear from 
your brief, of course, and general knowledge, that 
certain customers of the banks wish to keep foreign 
currency accounts for the purpose of receiving funds 
and making payments without going through the exchange 
market each time. 

There are other foreign currency accounts 
which, I presume, are attached to the banks’! subsidiarie 
or agencies located in foreign countries. What type of - 
regulation are these banks or agencies subjected to in 
the foreign countries? I take it they are free of 
Canadian regulations. What is substituted for the 
Canadian regulations in these countries? 

MR, NEAPOLE: May I suggest that Mr. Shannon 


and Mr. Griffiths answer these questions for you, 
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MR. SHANNON: Dr. Mackintosh, in each 


foreign country where we operate we are Subject to the 


banking laws of that particular country. Quite a variet 
of cash reserves are required. I have a list of them 
all here if you wish it for the record. This list is 
long and varied, but in the broad picture we operate 
under the banking law of the particular country in 
which we are located. 

COMMISSIONER MACKINTU. 7: What does that 
involve, briefly, say, in the United States? 

MR. SHANNON: I wili break it down by sites! 
In New York state we may operate as an agency or, throug 
a change in the law a few years ago, as a branch. No 
Canadian bank has elected to operate as a branch. We 
all operate as agencies, which means that we are 
restricted in our operations to the extent that we 
cannot take deposits from residents of the United States 
This is laid down. We may maintain,for the account of 
others,credit balances incidental or arising out of 
the exercise of our lawful powers, which are described 
as buying, seliing, paying or collecting bills of 
exchange, and so on. But we are not allowed to take 
deposits as such from residents of the United States. 

We all have Canadian customers with accounts 
in New York, and those banks with branches in the 
West Indies and South America have a great deal of 
business from those countries as well. 

COMMISSIONER MACKINTOSH: Does that differ 
greatly in the United Kingatm? 


MR. SHANNON: In the United Kingdom we can 
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do general banking business. We can do anything the 
United Kingdom banks can do. In most esade we can do 
what the local banks do. | 

COMMISSIONER MACKINTOSH: Do you,in fact,in 
the United Kingdom have much in the way of deposits by 


United Kingdom residents? 


MR. SHANNON: Yes, I believe we do. I speak 
for our own bank. We have a good deal of business from 
United Kingdom residents, Perheos it is slanted toward 
customers who have dealings in international trade, in 
Canadian business in Latin America and the West Indies, 
letters of credit business, and that sort of thing, but 
we are not restricted to that and we do have some strict 
U.K. business. 

COMMISSIONER MACKINTOSH: I take it that,as 
an agency in New York, you are not subject to any reserve 
requirements? 

MR. SHANNON: No, we are not but we make 
a statement each week to the Superintendent of Banks 
in New York city, showing our liquid position. We are 
quite satisfied that if he were not completely happy 
with that situation we would hear about it. 

COMMISSIONER LEMAN: Dr. Mackintosh, may I 
interject something here? 

COMMISSIONER MACKINTOSH: Certainly. 

COMMISSIONER LEMAN: Mr. Shannon, you said 
that you had a long list to read of the reserve require- 
doses th branches in foreign countries. Could you file 


that with the Commission later? 


MR. SHANNON: Yes, I would be very pleased ‘o] - 
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We are also subject to inspection in each of these 
countries by the local bank inspectors. In New York 


city we are inspected just as the New York banks are. 


COMMISSIONER MACKINTOSH: In respect of your 
foreign currency loans, aside from call loans, do the 
Sizes of these loans differ markedly from the average 
or representative size of Canadian loans? 

MR. SHANNON: Are you Speaking of New York, 
sir? 

COMMISSIONER MACKINTOSH: Well, yes. 

MR. SHANNON: In New York, I would say no, 
that there would be very little difference in size. 

We would not have the small personal loans that we have 
in our branches in Canada. The loans would be on a 
larger scale, but as far as the top limit goes there 
would be very little difference. In some countries 
we are restricted as to the amount of loan to a certain 
percentage of our capital, and that sort of thing. 

| COMMISSIONER MACKINTOSH: Does most of this 
loan business in foreign countries arise out of Canadian 
trade and business? 

MR. SHANNON: Oh, not at all. I suppose it 
1s safe to say that in New York perhaps 7vu per cent of 
our loan business there has some connection either with 
Canadian or foreign countries where we have branches. 
In the West Indies the Canadian banks, along with 
Barclay's and BOLAM,are the banking system, So we are 
doing the glen banking of the country. In the 
countries of Latin America we are part of the banking 


System, doing the,general banking business. 
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COMMISSIONER MACKINTOSH: What has been the 


role of the Canadian banks in the New York money market? 

MR. SHANNON: We handle a good portion of the 
call loans in New York, Is that what you are referring 
to particularly? 

COMMISSTONER MACKINTOSH: Yes. 

MR, SHANNON: We have over the years built 
up quite a large call loan bue’ness there. We do this 
business at a slightly lower rate than the larger New 
York banks because we are not in the position to offer 
the reciprocal benefits to the brokers and investment 
dealers that the New York banks can, Therefore, we 
take it on at a little lower rate, That is our principa 
role in the New York money market itself, 

COMMISSIONER MACKINTOSH: How closely is that 
business controlled by the head office? I do not mean 
the New York money market business but -- 

MR, SHANNON: The foreign business? 

COMMISSIONER MACKINTOSH: Yes. 

MR. SHANNON: Oh, very closely. We have 
local supervision in many areas. We would have a 
supervisor in, say, Jamaica, and we would have a 
Supervisor in Brazil. It operates much like the 
Canadian system where the district head has authority 
up to @ certain amount and he carries on the every-day 
administration of his district, with the head office 
giving the same supervision as we would to a Canadian 
district. 

COMMISSIONER MACKINTOSH: I noticed if your 


statement that the banks have considerable foreigh 
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currency deposits or balances with other banks. Would 
you care, to Say something about this? What is the exten 
of these interest-bearing fe non-interest-bearing 
deposits? What is their santana? 

MR. SHANNON: Well, we have a long list of 
all correspondents the world over which Canadian banks 
have. In certain cases we carry balances with these 
correspondents to take care of the ordinary exchange 
of business, clearing of mail transfers, letter of 
credit drawings, and so on. These are on an interest- 
free basis. These are our working balances with other 
banks. 

In each Latin American country in which we 
operate we have to carry cash reserves with the central 
bank. That is all included in these totals with other 
banks. Over and above that we have deposits with them 
on interest-bearing business, and a large part of these 
free balances are also compensating balances where the 
foreign bank may send us a lot of credit business and 
collection business which, because of trade conditions, 
we may not be in a position to reciprocate. We may do 
it by carrying a free balance with them. This is 
compensating. 

As far as interest-bearing balances go, 
we invest certain funds with other banks on an interest-| 
bearing basis. 

COMMISSIONER MACKINTOSH: These have inére.s 
fairly rapidly, have they not, in the last while? 

MR. SHANNON: You are referring particulariy 


to the so-called Euro-dollars? 
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COMMISSIONER MACKINTOSH: Yes. I would be 


glad if you would elucidate that mysterious term, 


MR. SHANNON: That is a misnomer. It should 
be "international dollars". 

COMMISSIONER MACKINTOSH: I find that applies 
to many terms bankers use. 

MR. SHANNON: It started in Europe and was 
given the name Euro. It really means U.S. dollar 
deposits in banks outside United States. That-1is as 
good a terminology as you can give it. This has grown 
up particularly, in the last few years and it has come 
to be as close to an international currency as you could 
get for trading purposes. To be useful,this currency 
must be useable. It must be free of restrictions and 
it must be readily available. Until the last five 
or six years United States dollars we™® not readily 


available in the foreign lands. 
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With tre U.S. deficit on balance of payments, U.S. aid 


programs, military forces abroad, and so on, within the 
past five or six years foreign holders have built up 
balances in U.S. dollars, so the U.S. dollar has been 
readily available abroad. It has always been useable, 
and it is cheaper. That is, interest rates being 
cheaper in the United States,it is cheaper to finance 
that way in international trade than sterling , in which 
most of this trade was carried on before, There were 
certain restrictions on sterling that did not make it 
a desirable currency to use in international trade. 
With all these conditions this Euro-dollar market has 
been built up. It was developed by the London money ) 
market principally, who had the know-how for handling 
these transactions, and with the avaflability they 
developed this Euro-dollar market in London, and it got the 
term"Euro-dollats® There are others -- Euro-Canadian, 
Euro-Sterling, Euro-Swiss, which are just as well known 
as Euro-dollars, 

COMMISSIONER MACKINTOSH: And these WS asset 
in insitutions outside the United States? | 

MR, SHANNON: Right. 

COMMISSIONER MACKINTOSH: There is one point 


not quite clear to me. I may have created the confusion} 


myself. How does this relate to the deposits with other 
banks? 
MR. SHANNON: We take Euro-dollar deposits 


me first 
first. Let /say where we get them from. We get them 
from many sources: from Canadian residents who have 


U.S. dollars and do not need to use them immediately, 
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and put them om deposit with us for « short-term) we 


have them from American corporations and foreign benks. 
This 48 all on @ short-term basis, This money is very 
moveable and very sensitive to rates and oan be moved 
eoross international boundaries, Very little is over 
166: days, and we have it from all these sources 
and we must employ it, if we Gan, profitably, and we do 
not take it on, naturally, unless we oan, We have very 
Conservative liquidity formulee, and each bank has ite 


own because these funds are short-term and volatile 


. ae Se ee ae ae ee a aaa 


and we must keep them very liquid, We have treasury 


= 


bills in New York and short«teym government loans, and 


t= es 


BO on, We put them Out Coshort-term =» thirty, sixty, 
ninety days =- with other benks, These banks ere 
prinoipaily in London, Most of the Canadien banks have 
dimite a8 tothe amount they will place with any partioula 
bank, | It 48 @ Very select list of banks, @ndeshe 
overall amount, how much they will put owt-in this 
market, may vary eocording to the season of. the year,» 
because these funds are more sensitive to seasonal 
fluctuations, They are prinedpally in Londen, some 

are in Germany, some in France and some in Italy, 1 

do not know ifeny of the Canadian banks«have gone. into 
Japan, The Japenese are active seekers for these 
deposits and will pay « higher rete, These rates are 
determined pretty well in the London market, One of 
the advantages the Caveadian banks have 4m this field 

is because due to our prestige andilosation iw North 
America we can obtain funds at slightly less than the 


market rate in London, so we have thts very narrow spread, 
i ill = 
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It is a volume business done on a Small margin, and it 
is profitable. 
COMMISSIONER MACKINTOSH: What. ° . 
other 
advantages/than prestige have you in developing this 


business? 


MR. SHANNON: This ‘has developed gradually. 


One of the advantagés is undoubtedly the so-called 
Regulation Q in the United States, by which the Federal 
Reserve Board suggests maximum @mounts the United States 
bank can pay in one kind of money. Up to a year ago 
they were of this oder: 3 per cent on Savings; up to 
90 days, 1 per cent; 90 days td six months, 24 per cent; 
6 months to 1 year, 3 per cents and 1 year Hore 3%;.. Ter 
was some relaxation on that. a year ago, andi the American 
Q@ould go up 
banks,on longterm, (/ to 4 per cent; but they have not. 
So that. this makes us feel its not unduly restricted 
them, and if they did want to &0 higher they could do 
so. In their London office the u.g. banks use the 
Euro-currency. and do fot become. {nvolved in Regulation 
Q. 

COMMISSIONER MACKINTOSH: So vis-a-vis 
Regulation Q you get @ somewhat similar advantage to 
that of the trust companies vis-a-vis the ceiling 
on interest rates? 

MR. SHANNON: You might say so, except that 
the American banks have not come up to the maximum on 
the longer term that they could have. If money was tight 
in the United States and they needed additional funds 
they could come up to that maximum. 


COMMISSIONER LEMAN: Dr. Mackintosh, msy I 
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interject a question here to Mr. Shannons Did If. 


understand your explanation correctly? Is it true to 
say that the Canadian banks hold liquid reserves against 
U.S. dollar deposits from Canadian residents, but no 
true cash reserve against those? 

MR. SHANNON: These are U.S. dollar deposits, 
Mr. Leman. Do you mean U.S. dollar deposits for 
Canadian residents which a reserve against those 
per se? 

COMMISSIONER LEMAN: There is no cash reserve 
against that, is there? 

MR. SHANNON: No more than there is on 
our-G-S. dollar deposits in New York. If they were 
deposited with our New York agency in New York there 
would be no cash reserve there either. These funds 
can only be used in the New York market. The transfers 
all take place in the New York market, and you cannot 
utilize them anywhere else. 

COMMISSIONER LEMAN: This pubaes me, in 
the light of section 71(4) of the Bank Act. 

MR. SHANNON: We do maintedn adequete 
reserves. They are not official reserves in the sense 
we have 4 formula. But we do feel they are adequate 
cash reserves. I venture to gay that each bank's 
liquid position is far greater in this businesé than it 
is in the Canadian business or most of our other foreign 
business in countries where we are subjest to higher 
cash reserves than in Canada. 

COMMISSIONER LEMAN: What you keep there is 


adequate liquid reserves? 
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MR. SHANNNON: Yes, exactly. 

COMMISSIONER MACKINTOSH: Following on that 
point, Mr. Shannon, is not there a certain transfer of 
Canadian deposits into foreign currency with a swap 
arrangement which guarantees them, which relieves you 
of a required cash reserve which would have applied 
had they remained Canadian deposits? 

MR. SHANNON: That is a lending of funds 
for am exchange of Canadian funds. Mr. Griffiths 
1s an expert on swaps, and I think I will let him take 
over on the actual mechanics of the swap field. 

MR. GRIFFITHS: The fact these monies are 
Swapped into United States money is not a means of 
_ayoiding any reserve regulations in Canada. It is 
purely ah interest factor. We are subject in Canada 
to competition for these deposits im Camadian dollers. 
Corporate treasurers have been educated and they now 
have very sharp pencils and are looking for a higher 
interest yleld. They know of this mechanism whereby 
they can buy U.S. dollars om a swap basis and put them 
on deposit: , and with the spread on the swap plus the 
interest yield on the U.S. dollar deposit they are then 


able to obtain a higher net return om their money than 


they could do by placing them on deposit im Canada. 
COMMISSIONER MACKINTOSH: Who do they derive 


the higher yield from? 
MR, GRIFFITHS: From the Canadian banks. 
COMMTSSIONER MACKINTOSH: : Why can the 


Canadian banks pay a higher yield than they could on 


Canadian funds? 
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MR. GRIFFITHS: Perhaps T had better go into 
the mechanics a little. <A customer comes to you and 
says, "I want to do a swap." in fact, what you do 1s 
you take his Canadian dollars and you sell him U.S. 
dollars spot. You place those doitars on deposit for 
him at a given rate, the rulirg rate that you would 
p2ey on any U.S. doliar deposit, fixed for a term of 30 
days, 60 days -- whatever it might he. 

COMMISSTONER MACKINTOSt: IT understand this 18 
a highly competitive fieid, is that right? 

MR. GRIFFITHS: Yes. There is a profit on 
the swap transaction by selling the spot and buying 
back the forward. In other words, the banks go into 
the market on the reverse market. Forward dollars are 
at a premium. So we go into the market and buy spot 
dollaxé simultaneously selling the forward, and there is 
@ premium on that which accrues to the bank. So the 
combination is, what you pay on the U.S. doliar deposit 
plus the forward premium and that, as I said, is higher 
than the yield which a customer could get on placing 
the deposit in Canada. 

COMMISSIONER LEMAN: But why? 

MR. GRIFFITHS: Because of the fact there ie 
the premium on the forward dollar. There is a spread 
between spot and forward. 

COMMISSIONER LEMAN: The Canadien who does 
the deal with the bank, he started with Canadian funds? 
MR. GRIFFITHS: Yes. 

COMMISSIONER LEMAN: And he is going to end. 


up with Canadian funds sometime later? Is it that 
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through the period in question the yields are higher 
in the U.S. than they are in Canada? 

MR . GRIFFITHS : The combination yield of 
the interest rate and the swap is higher than the curren 
rate in Canada. The reverse might easily apply and has, 
indeed, during recent years, whereby it was more 
profitable for.a U.S. corporation to bring the money up 
into Canada on @ swap basis. Im fact, this is done 
through the exchange market in London at all times 
in various currencies, 

MR. SHANNON: Money moves around from one 
currency to another, wherever it can get the best rate. 

COMMISSIONER LEMAN: Is it possible that 
an American could be buying this in Canada while 
an American is buying it in New York? 

MR, SHANNON: No. 

MR. GRIFFITHS: The movement is from one 
currency into another, up to the time it is still 
profitable. When the interest rates in one country 
become higher the money moves back. 

COMMISSIONER MACKINTOSH: And the assets 
represent this deposit, or are the contra for the 
deposit, Is that in Canada? ; 

MR. GRIFFITHS: No. 

COMMISSIONER MACKINTOSH: It is in the 
United States? 

MR. GRIFFITHS: Yes, im the United States. 

COMMISSIONER MACKINTOSH: That 18, you use 


the, as it were, deposit in the United States currency 


to invest in the United States, and it may be in the 
elie 
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money market or securities Sit deposit with an 
American bank, or whatever you think is the 
appropriate one. 

MR. SHANNON: Once the Swap is done that 
is another U.S. dollar deposit, the same as if we 
received it from a foreign bank for an American 


corporation, and it is invested in the same way as our 


other funds outside Canada. But if it goes into deposit 
1t might be loaned in Canada to an American corporation, 
but it can only be utilized in the Canadian market. 

COMMISSIONER MACKINTOSH: The profit 
possibilities consist of the premium on the higher 
dollars Plus the higher rate of exchange? . 

MR. SHANNON: The higher rate of Wesest. 

ge ala You might have'a lower rate 
of interest ROSNER States than in Camada. But the 
forward premium makes it more profitable to make the 
Switch into U.S., the interest rate combined with the 
forward premium amounting to more than the interest 
rate in Canada. That is the object of the transaction. 

COMMISSIONER MACKINTOSH: You say that this 
18 aiways at the initiative of the customer, and it is 
not a way of at any time transferring deposits from 
the required cash ratio categorY to a non-cash 
ratio category? 

MR. SHANNON: When we do the swap and the 
Canadians get title to a U.S. deposit someone in 
Canada gets the title to his Camadian funds, sc they 
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of currencies for a said period so there is no change 
in the money supply in Camada, and there is no change 


in the amount of Canadian dollars on deposit. 


COMMISSIONER MACKINTOSH: Does it follow from 
that that you would think the Canadian cash reserve 
requirements were properly restricted to Canadian dollar 
deposits? 

MR. SHANNON: Very much so. 

COMMISSIONER MACKINTOSH: My regollegtion 
is hazy, but was there mot an earlier situation where 
this was not true? 

MR. SHANNON: I am mot aware of it, sir. 

COMMISSIONER MACKINTOSH: I may be quite 
wrong. I think that is all I have, Mr. Chairman, 

COMMISSIONER LEMAN: I have one more question 
on this. Is nothing chamged? You explained to us, 
because of the swap transactiom the Canadian total 
deposits in the banking system are not changed. But have 
we not ended up there with the same total of Canadian 
deposits in the Canadian banking system, plus something 
outside the country we did not have before? 

MR. SHANNON: The persors who did the other 
Side of the swap and took the Canadian and gave up 
United States dollars, they might have been in New 
York, or a Camadian bank, or amywhere. They might have 
been in the mame of a Canadian bank, but not in Canaede. 


COMMISSIONER LEMAN: What has been added in 


MR. SHANNON: Not mecessariiy. Someone 


had a Canadian doller deposit, and one person had a 


- es8 yaskt 3 mini 


egnedo on at etedd 08 boltteq bles & 107 gelonetis9 20 
egaado of at eted? bas _obeasd at yiqgse ceaom edt mt 
~tbacqed ao areffob asthens> to tasoms edt at 

wot! wofsot 2i eect sHOOTMEROAM AEMOLZETMNOD 
@viene% dass astbene> edt watdt blvow soy tedt Jed 


| gekiob sathensd of badotisasx yixegorq o7°M atnometupet 
tattaoqeb 
_oe doum yvoY :MOWMAME , 3M 
gostonilaget wi :AROTUIZIAM AIMOTSZTMMOD 
eyed aelvegdia wolizes me tom o79as ShW sod .yaed at 
| | feunt tom sew atdd 
.t2a 32 Yo e1gwe TOR me I :HOWMAHS . 5M 
etisp ed yee 1 -HEOTHIBZOAM ADHOTAZZTMMOS 
~namsted> .1M jeved I {ie at god? antd? I .gaotw 
goténeup ettom emo eved I: MAMad GRMOLALIMMOD 
au ot benhalqze sof Shogusdo gatdson el .atds mo 
Leso? actbane® saz eolLjoganet? gewe sdz to 9an3ood 
wad tpG .beasedo Jom 918 masaye yatadeed edt at atlsogsb 
wearbaas> to Ledos emes oti ddiw ened? gu bebne ton ow 
| gatdtemos euig .meseaye yotmmad nethenso edd at atteogeb 
feqoted sven Jon bih ew yutawon edt eblLetvo 
aedto oft bLb odw 104799 ent :MOMMAHA . aM 
qu. oveg bae asibeaso ett doo? bas gewe orld to eble 
wah at aced eved tigtm yea? eusiLod eersté betiall 
eved digit yodT .oxedwyae ‘to deed metbhsasd & 10 bd 
i _ebemed at ton ted ined asibecs® & So eaten odt at anood | 
| at bebhe mesd sei ted «KANE AUMOLGEIMNOO | 
epesade ond mt tuok et tery qd teatio seed esd sbaned 


aeoadeo® .valiseasoesn tok :HOMMAHE . AM 


Nethereut té Young ~ 829 3 - 


oe Ontario 


Canadian deposit and someone else got it in Canada. 
That second person had U.S. dollars and gave up the 
title to those, wherever they were Situated, to the 
Canadian. 

COMMISSIONER LEMAN: I am not sure I 
understand it yet. You told us this does not change 
the total of Camadian dollar; deposits, but a Canadian 
now has something in New York on top of it. 

MR, GRIFFITHS: Perhaps I could clarify 
that a little, Mr. Leman. When a Canadian bank 
facilitates a customer this way, we go into the market 
to-buy the spot U.S. dollars. That means that we 
acquire spot dollars from, say, a Canadian bank. They 


have the dollars in New York. 
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So, they give up the 
dollars in New York, we transfer the equivalent in 
Canadian dollars to them in Canada, and nothing is 
changed in Canada and nothing is changed in the 
United States. We have the Canadian claim against 
the U.S. dollars and the Canadian Situation has not 
altered, 

If we do this transaction with an 


American bank we can acquire the U.S. dollars from 


an American bank. We give up to them Canadian dollars; 
those Canadian dollars we pay to another Canadian 

bank for their claim. So an American bank has 
acquired a claim against Canadian dollars; a 


Canadian bank no aes a meee ore raeagrer ns BoSeeg nung. 
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COMMISSIONER LEMAN: Because a forward 
exchange. transaction has entered into this picture, 
there ta @ liability that has been created to is Gla 
the Canadian TALANS? : he. é 

Toe cee e GRIFFITHS: aliens is imherent in 
the forward: contract. Then you do your swap. 

. COMMISSIONER LEMAN: Is it not true 
that as a result of this transaction the total 
Canadian dollar deposits have not changed in the 
banking system, and on top of that a Canadian has 
an asset in New York which he did not previously have? 

MR.SHANNON: But we don't know who had 

the asset in New York before; it might have been a 

Canadian, 


COMMISSIONER MACKINTOSH: May I interject 
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Would this be correst, that the YesdiDLaty of 

U.S. deposit. being added to an unchanged Canadian 
deposit, as Mr. Leman Suggests, depends on what the 
balance of the transaction is. If the total of 


these operations, plus a11 other operations, amount 


to an import of capital, then you have the basis for 
an increase in the total assets of the Canadian banking 
system? Does that just confuse the matter? 

| MR, SHANNON: It is not an import of 
capital, because the funds remain in New York, We 
have title to a deposit of U.S. dollars, which can 
only be in New York, Suppose the Bank of Canada 
were in the swap market and Swaps were done with the 
Bank of Canada, and suppose they did not sell treasury 
bills to do the swap, then there would be an increase 
of money supply in Canada. This would only be so 
if the Bank of Canada was in the market to do a swap 
and it was there with full knowledge and desire. If 
the Bank sold treasury bills to do the swap, there 
would be no change in the money supply, but if they 
‘aid it without selling some asset, it would change 


the money supply, but it would only be when they 
Ce a 
‘a® se 


wanted to change it. wh 
COMMISSIONER LEMAN: Are at changing 
the money supply in a restricted sense from which 
it is used? Could we say that there was a change 
in the total of money supply, plus near money supply? 
Mn. SHANNON: I wouldn't even go that 
far. It is jul a change of ownership of a deposit 


for a certain time. That 1s a swap that comes to you - 
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a swap of one currency for another for a certain period 
of time. 

COMMISSIONER BROWN: If you are dealing 
with a customer who wants these American dollars 
and you carry out the swap within your own bank, 
could you not sell the American dollars to the 
customer and wipe out @ Canadian deposit? 

MR. SHANNON: We can't wepbieut a 
Canadian deposit. We have title to his Canadian 
dollars. 

. COMMESSIONER BROWN: You, in fact, 
om your books wipe out his Canadien doliars just 
/asS if you sold him some securities from your investment: 
account. 

MR. SHANNON: Yes, 

COMMISSIONER BROWN: That is, if you 
sell him the American dollars? 

MR. SHANNON: That is a straight exchange 
transaction, a sale of U.S. dollars. 

COMMISSIONER BROWN: And you are carrying 
on 4 Swap within your own system, You undertake 
to re-deliver the American dollars in ninety days. 

Have you not reduced the total depesit in Canada? 

MR, GRIFFITHS:.<#f you do it-on your 
books, Mr. Brown, without doing it in the market 
that.is what is known as a "phonpy: swap". 

COMMISSIONER BROWN: Is a phoney swap 
technically possibie? 


MR. GRIFFITHS: It certainly is.possible,. 


COMMISSIONER BROWN: There can be a 
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haggle if one wants to do it on this basis which 
would ree the deposits in cangfla, thereby reducing 
your reserve in Canada? 

MR. SHANNON: You would possibly take 
the Canadian deposit and tell the customer that there 
was going to be a swap and go through a contract with 
him, and then merely designate that on the books, 

In that event the bank would be evading the reserve 


requirement. 


COMMISSIONER BROWN: And it calls on 
you for a higher interest rate? | 

MR. GRIFFITHS: Yes, This was discussed 
with the Governor of the Bank of Canada about ten 
months ago, when each bank sat around a table and 
assured the Goyernor that they would not do this. 
As I say, this question came up, and wevasduridd the 
Governor that this does not happen. 

COMMISSIONZR BROWN: Thank you very 
much, 

MR. GRIFFITHS: Perhaps I might add 
a point. You suggested that one might do it on his 
books without going into the market. If the bank's 
exchange position is such that in the normal course 
of trading, which is a market operation, your spot 
position is long and you are short on forward, you 
do it on the books without going into the market, 
but that is a market operation. In other words, you 
would want to do it in the market anyway, and you do 
That of course is 


it with your customer instead. 


not a phoney swap. 


_ 
7] wats 
7 J = 
7 ; ; ¥. 
- o4 a ; ‘ 
7 « 


7 jottiw atasd ett no 42 ob ot adnaw eno 22 Apher gered 


gatoubet ydeuscit shpars0 ak attaoged edt earhaial 7 
gsbsnsd at evi1sest uOY 


eiad yldteaog binow voX :MOMMAHS »AMeoses « Oo l 
everid tad momoteus ont Lies bas tteogeb netbsas) edt 
ditiw sosadnos & davordd og has gewe & ed ot gatog asw 

.exeod eft ao tedd atangteeh ylotom, nedd bas. mid 


oyraeet ond gatbseve od oivow'sed eit trove tadt al 


,taometispst 


ao elles tf BHA sUWORS ABMOLERIMMOO 
stax Seorv)etnt tedgid 8 xsO% VOY 
beeauostb asw eidt .eeY Sani virAo oAM 
net dvods sbhensd to Ams& ot to somtevon eat dtiw 
ons eldest s bayons ose Nned dose nedw .ogs earvmom 
waidd ob ton bisew yedd tad? danttnon edt bemess 
efit berutas aw bas «qu emso nokdeows etdt .ysa I 8A 
eggsd tom sgeb etd tedd tonmrsvop 
yrev voy wnsdT sAWORG RAVOTLALIMMOD 
| .doum 
bos tigim I aeqsidited :2HTIVILAD .HM 
ali ao tf ob ¢dgim eno tans Devasggue oy .talog & 
ote ait tl .teoatem odt otal gatos tuordiw axood 
esqwoo Lemtom edd mt tend dove et dott taog egnsnoxs 
toga mwoy .motvsteqo dente £ at ddtdw .gatbsit To 
goy .btawtol no dxrode sits NOY bons gaol ef moldtaog 
Jeszem oft Otat gatog sword tw axood sit mo tE ob 
yoy .abvow erito mI «= .nctteteqo sextem s ct tedt tud 


ob woe bas .yowyns Jouxsm said af Jt ob ot taew bio 


¥ 


ek eeayes Yo dade .osetent tomod@vo awoy dtiw 31 


Nether & Young 8298 
Terente, Ontario 


COMMISSIONER BROWN: It could be a swap 
but it is not a phoney Swap, one which would reduce 
your cash requirements with the Rank of Canada? 

MR. SHANNON: Yes, until you can ad just 
your position, Sometimes you cannot adjust your 
position in the same day, 

COMMISSIONER BROWN: That can be done 
without contravening the wishes of the Governor 
of the Bank of Canada, 

MR, SHANNON: Exactly. 

COMMISSIONER HARROLD: T have a question 
or two on personnel policy. In your section 9 on 
recruitment and training policy, you mention there 
_ the transfer of personnel which is done in banks | 
asa traiming technique, oe 

Have you increased your specialties. 
department? In other words, have you personnel thet 
is being ents specifically . _ 5 Pomme 
on, lending to certain duaiictrt aus Is there anything 
of this nature being developed ithe bank now, and 
if not, would it be a good thing if it were? 

MR, NEAPOLE: I should say that there 
has been quite a bit of training in the agricultural 
field through attendance at various lectures and 
courses which have been given by the Ontario Agricultur 
College, We have a man who is described as our 
agricultural representative, and we do train people 
for that purpose. I think it is also safe to say 
that in Alberta some of our men have had training 


in the oil field, 
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COMMISSIONER HARROLD: Does the policy 
of transferring interfere with the: specialty 
function of the department? 

MR, NEAPOLE: We do our best to see 
that it does not interfere. 

COMMISSIONER HARROLD: Turning for 'a 
moment to the questinn of directors, it has been 
Suggested to us that one of the chief reasons for 
appointment to the Board of Directors is because 
of the fact that. a person may be in a company which 
is a large borrower from the particular bank, and 
such a person is selected as a director of the bank, 
Have you any estimate of the authorization in any 
particular bank for the appointment of directors 
who are interested in certain businesses which are 
borrowers of the bank? 

MR.’ WADSWORTH: In that connection, 
Mr. Harrold, full information is placed before the 
Minister of Finance every . month... 

COMMISSIONER HARROLD: So, figures are 


available, 


MR. WADSWORTH: And there are also the 
safeguards in the Bank Act, as to the consideration 
of credit by the Board, and no director. may be 
present when his own credit is being considered, 

COMMISSIONER HARROLD: The techniques 
described in the act are followed? 

MR. WADSWORTH: Yes, they are-very 


definitely spelled out as requirements. 


COMMISSIONER HARROLD: Similarly, are 
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there other persons selected for membership on the 
Board of Directors who might be said to represent 
the depositors? 

MR, WADSWORTH: I would hope that all 
directors would do so. 

COMMISSIONER HARROLD: I suppose this 
would also mean that the general public would be 
represented, that all directors would represent the 
general public, 

I refer next to your paragraphs 170 to 
aT 3t In paragraph 172 you say: 

"In spite of repeated requests com- 

pensation has — been put on a 

properly designed basis and it is 

now considered very inadequate in 

relation to the sharp rise that has 

taken place in the volume of govern- 
ment business," 
Have Ses estimate of the costs involved and the 
Size of adjustment you would like to see in individual 
banks in this business? - 

MR. BOYLES: Mr. Harrold, from time 
to time the government of Canada's business, as 
handled by the banks, is reviewed in its entirety, 
and costs studies that have been made as a result 
show that it is costing us something in excess of 
$7 million. 

COMMISSIONER HARROLD: Is that the total? 


MR. BOYLES: Yes, that is in the 


aggregate. 
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COMMISSIONER HARROLD: You mention a 
section of the act under which the government gets 
this service, 

MR, BOYLES: Yes, it is section 93 (1) 
of the Bank Agt, which prevents the bank from charging 
on cheques or other instruments issued by or payable 
to the government, 

COMMISSIONER HARROLD: You have not had 
much results from your discussions with governments 
in getting this adjustment made as far as your 
costs are concerned? 

MR. BOYLES: No, not up to this point; 
although, it 1s only fair to say that discussions 
are continuing. 

COMMISSIONER MACKINTOSH: Is the figure 
of $7 million net of the advantage of the government 
deposits? 

| MR. BOYLES: Yes. Allowance is made 
for the deposits, 

COMMISSIONER HARROLD: In connection 
with the inspection system, do you see any virtue 
in the idea of a larger system which would take in 
not only the banks but possibly other institutions? 

MR. BOND: Mr. Harrold, there does | 
not seem to be any particular advantage in having 
a board of people to carry out the inspection. The 
banks have found over the years that the office of 
the Inspector General has worked extremely well and, 
incidentally, it is very economical. As far as 


the banks are concerned, it is very satisfactory and 
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we do not wish to see it changed. 

COMMISSIONER HARROLD: Those are all 
the questions I have, Mr. Chairman. 

COMMISSIONER BROWN: I should like to 
ask a question about the directors, and perhaps the 
question may be regarded as backwards. I should 
like to get some comment on the propriety of senior 
officers of banks acting on boards of directors of 
customer companies. 

MR. MULHOLLAND: Mr. Brown, I think 
that each. bank would have a very definite pole 
in that regard. Therefore, I cannot speak for 
the Association, Other general managers may wish 
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to speak for their own institutions, Oe alee itis 
Be ge uns - Tt dy May speak for: my Own monks ae ie | 
have a definite policy in this respect} Im so far 


as it relates to management that tes 4 caxpaund Vitae 


for the day-to-day conduct of banking affairs of 


ccnp eS sheeted ae, 


eo P  oveat which. can a avoided by following the 


its Sreee eer there. eonld: arise: ab timesta 


policy of not allowing management to go on boards 
of companies, 
COMMISSIONER BROWN: There seems to 
be a unanimity wof.déad silence.... i. 1 2ooRda 
MR. PATON: I think that is an example 
of the politeness of bankers --we are waiting for 
the other to take the initiative. 
On behalf of our bank I would say 
that it is a matter of judgment. Within reason, 


we do not see the danger that has perhaps been indicated. 
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We have a policy which allows officers of our bank 
to serve as directors of companies whose business 
we are entrusted with. To date there has been 

no indication of any conflict of interest, We 
would certainly make sure that such Situation. did 
not arise, and if it did proper steps would be taken 
to. correct. it. 

COMMISSIONER BROWN: Other customers 
have not complained about this policy? 

MR. PATON: No, not to vie knowledge. 

COMMISSIONR BROWN: I believe you were 
about to say something, Mr. Boyles? 

MR. BOYLES: I was going to say something 
to ene) beast of what Mr. Paton has just said. In 
our case we endeavour to refrain from having officers 
join the boards of commercial companies, because 
naturally we may have several clients who have 
comparable interests, This does not necessarily 
hold true to the same extent in the area of financial 
institutions, I am sure it is pretty well known 
iat there are officers of banks sitting on boards 
of trust. companies, insurance companies and the like. 

MR. WADSWORTH: If you wish me to 
comment on that, Mr. Chairman, we follow a policy 
fairly similar to that expressed by Mr. Mulholland, 
that senior operating officers of the bank generally 
are not permitted to go on boards. There are a few 
executives at the senior level who are allowed to do 
so, but if there were any conflict of interest at 


any time such officer would remove himself from the 
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board forthwith, So far that has not occurred, 

COMMISSIONER BROWN: Thank you very 
much, 

MR. WADSWORTH: I might also add in 
that connection that from a practical point of view 
if officers, even at the relatively senior level 
on the operating end, were permitted to join boards, 
Such senior officers have other responsibilities 
that require them to move throughout the country. 

If the company were a local organization, problems 
would be created by such dotiniaes, and the officer 
would have to resign from the board, 

MR. PATON: I might further comment on 
our situation similarly with regard to the privilege 
of joining such a board, which is limited to top 
executive officers. 

MR, NEAPOLE: We don't do it at all 
in the management area - just vice-presidents and 
up. I ama director of Roynat Ltd., but that 
a6 Gil, 

COMMISSIONER BROWN: In that case you 
represent the shareholdings of the Royal Bank. 

I am reminded that there is a section 
in the Bank Act which refers to a two-thirds majority 
of the directors being required when authorization 
is being given to a loan above a total amount of 
5 per cent of the paid-up capital of a bank in the case 
where a director of the bank is .either a director 
or even a shareholder of the company involved. With 


the increasing size of banks, is 5 per cent of the 
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paid-up capital a reasonable figure now? 
MR, MULHOLLAND: With the increase 
in the capital, a reasonably close relationship 


is probably being maintained, 
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MR. WADSWORTH: I think also that is taken 


ini conjunction with section 75(3) where any director, 
regardless of the amount of credit, may mot be present. 
at a meeting of the board where credit is being con- 
sidered and in which he has an interest either directly 
or through a subsidiary; if you put the two together 
I think that the present safeguards are quite adequate. 

COMMISSIONER BROWN: There are two things 
that occur to me, and one is whether 5 per cent has 
become such a high figure that it doesn't become 
operative very frequently, and the other one, of course, 
is the thing that with the widespread share ownership of 
bank directors, it must be difficult to find a situation 
where you can authorize a loan of this size without 
having to comply with this section because one of your 
directors is bound to be a shareholder. 

MR. MULHOLLAND: Sometimes the board room 
is rather empty! 

COMMISSIONER BROWN: I am talking about 
the shareholdings, not interlocking directorships. 
I am talking about section 75(2)(f), "a member or 
Shareholder", As I say, there are two points involved; 
whether that clause is operative very frequently, and 
the other one is whether you couldn't just have that 
Sort of clause, whether a loan exceeds that size or 
not, without the conditions about a director being 
& shareholder because, as I say, there must be very 
few cases where you have a big one like that where you 


haven't got a director as a shareholder. 


MR. BOND: The usual function is to go t 
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the registers and look for those cases and check that 
they are reserved. 

COMMISSIONER BROWN: I am quite satisfied 
they are reserved; I am not questioning that in the 
Slightest. 

MR. BOYLES: I don't think that the existing 
provisions of the Act have made for any undue 
inconvenience. 

COMMISSIONER LEMAN: I can't hear you. 

MR. BOYLES: I am sorry. I suggest, Mr. 
Leman, that the existing provisions of the Act have not 
made for any noticeable inconvenience. Does that answer 
your question? 

COMMISSIONER BROWN: If it does give rise 
to any noticeable imcomvenience, it is a Suggestion 
that this maximum limit is so high now that it is seldom 
exceeded. 

COMMISSIONER MACKINTOSH: There doesn't 
seem to have been the necessity for considering it 
very often, 

MR. WADSWORTH: You are speaking of the 
5 pér cent? 

GOMMISSIONER MACKINTOSH: Yes. 

MR. WADSWORTH: And there are cases probably 
in most banks. 

COMMISSIONER BROWN: Apparently there is no 
Opinion, so let us go on to the next point. 

COMMISSIONER MACKINTOSH: Is it fair to as, 
if anybody recalls cases im which this requirement ha. 


denied a loan which would have been accepted if the 
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two-thirds majority had not been required ? 

MR. BOYLES: I have seen no such case, 

MR. NEAPOLE: Nor I. 

MR. PATON: Nor I. 

COMMISSIONER MACKINTOSH: I would hope that 
there were not too many loans that were approved by one 
majority vote! 

COMMISSIONER LEMAN:' Mr. Brown, are you going 
to leave interlocking problems here, because I would 
like to raise a question? 

COMMISS TONER BROWN: I thought that subject was 
dropped = on cwereiees first thing this morning? 

COMMISSIONER LEMAN: I would like to raise 
am interesting interlocking directorship idea here. 

What would the banks think of the idea of packing the 
Bank of Canada Board with senia@ officers of the chartere 
banks? This sounded facetious, but I am asking the 
question seriously and I will reword it. What would be 
the true objection in having directors and senior 
officers of chartered banks om the Bank of Canada Board? 

MR. MULHOLLAND: Conflict of interest might 
arise, Mr. Leman, unless, of course, the Bank of Canada 
adopted a procedure similar to the withdrawl procedure 
of directors im the chartered banks when matters arise 
that get into the area of conflict of,interest, then 
the banker or bankers might withdraw during that 
particular discussion. 

COMMISSIONER LEMAN: I was thinking of it 
in the context of what was discussed earlier to the e:feqt 


that you felt it was the Bank of Canada that doesn't 
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need to have too much extra back-up powers, etcetera, 
without discussing the necessity for having certain 
connections with the bank, etcetera, and it would 
Suggest that this could be done through meetings with 
the banks, with a direct contact through having some 


representative of the banks on the Board of Directors 


of the Bank of Canada, perhaps to ensute that the 
discussion would be that much more certain; it was only 
in that context Iwas thinking of it. 

MR. PATON? . If I may come into that 3 we have 
been discussing benpetition this morning, and unless 
all the banks were represented on a Bank of Canada Board 
there would be a competitive advantage or disadvantage, 


depending om whether you were inside or outside. 


Mcusaeniciitna’sqMBer, MULHOLLANDs That would really be’ packing: 
the Beard! 

MR. BOYLES: It is also suggested it would 
be a matter of decency im respect of the oath of 
Wadicay. | 3 ” et 

COMMISSIONER LEMAN: I think you have 
answered my question. 

MR. NEAPOLE: We have often felt that @ 
working banker wouldn't hurt their Board. 

COMMISSIONER LEMAN: Well, I was going to 
raise a question here, and if Mr. Boyles would allow 
me to use the word berotistety I need it for my question. . 

Cam it be considered archaic to son tiiee 
to force the banks to have necessarily par value stock 


when ordinary companies don't have to have pay value 


Stock? 
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MR. HACKETT: In answer to that, Mr. Leman, 
I don't think it could be considered archaic; I think 
there is some weight that has to be given to custom 
and useage in this commection. It is Something that the 
banks naturally will be having under consideration as 
we approach the revision of the Bank Act. There are a 
number of technical factors involved but there is also, 
I think, the question which is perhaps a little mystical 
as to whether in the view of the public a bank should 
have a par value, whatever that par value might be. 
I don't raise this as a sensible consideration, I 
raise it as a consideration that may be in the public 
mind. 

COMMISSIONER LEMAN: A bit of a mystique? 

MR. HACKETT: I think so. 

COMMISSIONER LEMAN: But the ~ banks would 
have no objection to the legislature taking that problem 
by the horn, so to speak? 

MR. HACKETT: I think in this area, Mr. 
Leman, the banks would probably prefer to be perhaps 
permissive. I can't think of any technical objection. 

COMMISSIONER LEMAN: It is permissive now 
for ordinary companies under letters patent; they can 
have par value stock or no par value stock. 

MR. HACKETT: That was the point I was 
endeavouring to make. It would broaden the area of 
action for thé banks in this particular area if it 
were felt desirable,all things taken into consideration 
COMMISSIONER MacKEEN: Is this a hold-over 


to the days when there was a double liability? 
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MR. HACKETT: I would answer that precisely 
that way, sir, when the double liability feature 
exigted par value WS necessary. 

COMMISSIONER LEMAN: I believe that it was 
the savings bankSwho represented to us that the question 
of the par value of their stock and the requirements of 
directors' qualifying shares would make things a little 
difficult at times. Is there a similar problem for 
the chartered banks? 

“MR. WADSWORTH: As to directors' shares? 

COMMISSIONER LEMAN: Yes. 

MR. WADSWORTH: Not that I am aware of. 

MR. MULHOLLAND: I think it would be the 
view of all the banks here that there would be a wihities 
view to that of Mr. Wadsworth. 

COMMISSIONER LEMAN: This brings me to anothe 
question relative to disclosure requirements; banks are 
Upreotacatertn lessees bias eee te, BETS aly 
quite a lot of representations throughout Canada about 
the form of reporting to the shareholders, the amount 
of information that shareholders can derive from - annual 
reports, and I believe yesterday or thé day before I 
asked a question about whether the banks felt that there 
were adequate disclosure requirements in general for 
corporations in Canada, and if I remember correctly, 

Mr. Hackett spoke and said that he thought that you 
were pretty well endowed with adequate disclosure in 
general in Canada. Nevertheless, there re areas where 
People have represented to us tha‘ they i not get the 


tremendous amount of information they would like to have 
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from bank reports, especially in the area of the annual 
result. Would-you care to comment on this? 

MR. HACKETT: I would think that the position | 
as to the balance sheet, profits, and taxation. is in 
that sense comparable with the annual report technique 
and in addition, of course, I should add that for the 
banks as a whole a very detailed report is available to 
the public to the medium of what we call schedule Q. 

COMMISSIONER LEMAN: Well, if we might come 
back to that later in another context. We will come bac 
tb that in another context, Mr. Chairman, with your 
permission. 

I would like to ask one small question now. 
The Act now requires @ minimum capital to start a 
chartered bank, but the Act. doesn't, have anything dnd ¢ | 
isan has anything to do with the contept of adequate Be. 
capital to debt ratios, and the capital structure ofthe: | 
the bank. Would it be useful to indulge in a little 
discussion on whether there would be’ some merit in 
“establishing such Ratios! You could start with a 
Capital of X, but there would be some kind of a curve 
or ratio of equity capital in the bank related to its 
iiabilities, 

MR. HACKETT: Is the suggestion, sir, that 
Some formula governing capitai ratio in relation to 
Size would be an acceptable thing? 

COMMISSIONER LEMAN: Or do you feel tags 
any such concept is rendered unnecessary due to. 


other provisims related to cash reserves and liquidity 


reserves? 
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MR. HACKETT: Yes, I think there is a certain 
automatic governor in these reserve requirements that 
would render the other concept rather redundant. 

MR. WADSWORTH: I think you could add to 
that the close supervision and scrutiny given to the 
affairs of the bank on a continuing basis by the 
Inspector General. 

COMMISSIONER LEMAN: But does the Inspector 
General go over your credits and analyze the credit- 
worthiness of the debtors? 

MR. HACKETT: He examines them quite carefull ° 

COMMISSIONER BROWN: The trust companies are 
by legislation limited to accepting liabilities for a 
total of 123 times their capital and other shareholder 
equity. The chartered banks at the moment are running 
at about 17 times. I am just looking at the list on 
page 148 of your brief, and I ahecvns they vary. The 
Royal Bank shows 6.80 per cent which is approximately 
16 times, and the Bank of Montreal ts 5.70 “Py the 
Canadian Imperial Bank of Commerce is 6.07, so you see 
that you are running 16 and 17 times, and the Banhue 
Provinciale is 4.76, so that is about 21 times. 

" MR. LORENZO HEBERT: May I say that our 
capital has been increased since that time; these 
figures are at 1961, I think, November of 1961. 

COMMISSIONER BROWN: It was the simplest 
table for me to have access to. Yours has been 4 treas 
SO you are probably under the 20 mark? 

MR. LORENZO HEBERT: Right. Instead of 19 


it would be 25. 
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COMMISSIONER BROWN: TI see. So, you are 
running just 16 times, a little more than 16 times. 
Now, if greater encouragement will be given to the 
_ forming of the near-banks into banks, the moment they 
operate or at least some of them do operate under this 
12s times limitation, if you are all going to be put 
under the same sort of limitations, have you anything. to 


Suggest or any ideas to put forward on this? 
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MR, LORENZO HEBERT: That certainly would 
be one more rigidity in the banking system, apart 
from what we already have, 

MR, WADSWORTH: Did I understand your 
question, Mr. Brown: Have we any suggestions to 
put forward as to what should be done in the case 
of trust companies? 

COMMISSIONER BROWN: That is right. 
Should this 123 times be removed as far as they 
are concerned? 

MR. WADSWORTH: I think the answer 
hinges fairly largely on what final decisions are 
reached as to the actual functions of the so-called 
near banks, I think you would have to answer one 
with the other, 

COMMISSIONER BROWN: I missed some 
of that answer, 

MR, WADSWORTH: I am sorry. I think 
that the answer would rest on whatever the final 
decision, or whatever the views of the Commission 
and others might be as to the role of the near banks, 
and any requirements which might be placed upon them 
and upon the banks as far as reserve ratios are 
concerned, and other inspection techniques which 
might be involved if they were part of the banking 


System, 


COMMISSIONER BROWN: One thing I should 
like to get an opinion on is this, My question 
is directed particularly to the smaller banks. Do 


you find any difficulties connected with sige? .« 
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Do you find you cannot operate as closely to the 8 per 
cent cash basis as others? Are you subject to 
greater percentage ebbs Onl flows? 

MR. LORENZO HEBERT: “HBBRE might be 
problems every now and then, of course. The more 
branches you have, the more widespread is your 
network. You always have the law of average, of 
course, If you have more branches you may have a 
favourable balance in one centre and an unfavourable 
balance in another centre, The fewer branches you 
have, the swing might run against you for a day or 
two, but on the other hand so far as we are concerned 
we never had any particular trouble, not any more 
than the other banks. Of course, in periods when... 
money is very scarce and the money supply is restricted 
we would have the same trouble as the other banks. 

COMMISSIONER BROWN: Have you any 
comments on this, Mr. Hebert? 

MR. LOUIS HEBERT: NO. After all, 
it is perhaps an advantage. If you are smaller 
your problems are smaller too. 

COMMISSIONER BROWN: Now I see why | 
the banks are worried. You do not have any problems? 

MR, LOUIS HEBERT: No. 

COMMISSIONER BROWN: You have no problems 
that are directly attributable to relative size? 

MR. LOUIS HEBERT: No. We have ‘ba 
Same problems as others, but no specific problems. 

MR. LORENZO HEBERT: You are inquiring 


specifically in connectinn with the 8 per cent reserve? 
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COMMISSIONER BROWN: I am thinking of 
any problem that is particularly related to size. 
MR. LORENZO HEBERT: Naturally there 
are some kinds of business that it would be more 
difficult for us to handle, such as very large 
borrowing accounts, but perhaps we have been very 
smart to have been able to hold our own so far. 
COMMISSIONER BROWN: Good, 
MR. BOND: I should. like to say just 
a word on this, that being a small bank sometimes 
it is not always easy to get funds into the central 
bank the same day when drawings from foreign corres- 
Beebe come through unexpectedly. Sometimes they 


do not put us in funds as they should do, They 


“atte well-known banlii abroad, and one definitely 


cannot refuse-to make the payments, Under such 


circumstances quite large swings can occur, and if 


# they, do the,.smaller banks .ane,obliged..tor.carrygmore: - nec oe 


Short-term instruments, including more treasury 
bills, than the larger banks, to meet such drawings. 
At the present time there is a 
difficulty in turning treasury bills into liquid 
cash the same day to meet such drawings as I have 
explained to you from correspondents, or orders 
of payments, and it would be extremely convenient, 
speaking for a small bank, if we could deal in funds 
On the same line, say, as federal funds are in 


New York, or on the Continent as we used to be able 


to exchange between one another. 


Most Continental banks have a means of 
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exchanging right up to two o'clock in the afternoon, 
cheques on the Bank of France or the Bank of Italy, 
and in Germany day-to-day loans go through right 
up to the late afternoon,which both small and large 
banks can lodge, and you can attain and keep your ratio 
much closer than you could under our system, 

COMMISSIONER BROWN: Two things are 

that 
involved here, One is/the day's delay in getting 
the credits in your account in the Bank of Canada 
affects you relatively more than the others, The 
second point is: Does this arise particularly because 
of the large proportion of foreign business to 
your total business? 

MR. BOND: No, We do not find drawings 
from Canadian customers as large in relation to their 
accounts as you do in running accounts with foreign 
banks. 

COMMISSIONER LEMAN: r. Brown, I had 
a question, if we could go back for.a second to the 
equity capital in a bank. Mr, Lorenzo Hebert has 
just referred to the fact, and logically enough, 
that a small bank probably cannot handle as large 
loans as a very large bank. As I understand it 
in the United States the banks are limited’ in the 
amount they can loan to any one account, and this 
limit is related to the size of their capital in 
reserve, As I understand it there is no such 
Statutory limit here in Canada, but is it a practice 
among the banks to relate the size of 


loan they feel they can make to their capital in 
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reserve? 

MR. MULHOLLAND: That is a matter of 
judgment for management in each bank, Mr. Leman, 
for sound judgment. 

COMMISSIONER LEMAN: You have not 
observed any pattern which tends to be standard? 

MR, MULHOLLAND: There is no vavanerele 
but that is in the area of individual judgment. 

COMMISSIONER LEMAN: I was just 
coming back to the concept that you expressed a 
little earlier to the effect that what off-sets 
any necessity for having a ratio of equity to 
liabilities is the other ratios the banks have 
to observe -- cash ratio, liquid ratio, and so on -- 
@ndit- an pazziea. tat ‘despite the fact the United 
Biaicknnty ice also have these other ratios to observe, 
they also have to observe this extra one, 

MR, LORENZO HEBERT: In the United 
States they have some fourteen idea Pana 
A lot of them are very, very small ones, and a 
lot of them have a capital of only $10,000. It 
is very much more difficult, of course, to supervise 


va. banking system where you have foprteen thousand 


\ 
\ 


banks than it is in Canada where you have only eight 
banks, ail well known, The banks are known to every- 
body. This may be one of the reasons, I would 
imagine, 

COMMISSIONER LEMAN: I have heard that 
even the very large United States banks have bumped 


their heads against that ceiling. You used that 
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expression "bumped their heads against the ceiling" 
yesterday. I think perhaps they were glad they | 
did. Perhaps in their Judgment they were glad 
they were bumping their heads against the -celling, 
I am referring to very large banks. 

MR. BOYLES: Mr. Leman, I believe the 
banks have a sort of natural consciousness about 
getting too many eggs in one basket and thereis 
a sort of automatic restriction here with the result 
you.often find a consortium of banks accommodating 
a certain client who is in need of funds in a 
Substantial quantity. 

MR. BOND: If such a situation arises, 
Mr. Leman, I think it would be possible to arrange 
Participation with another bank. That is what is 
frequently done in the United States. 

COMMISSIONER LEMAN: That is what Mr. 
Boyles is referring to, a consortium of banks. 

MR.; BOND: Yes. 

COMMISSIONER MACKINTOSH: More baskets 
for one egg. 

COMMISSIONER BROWN: Under the Bank 
Act when a bank wishes to increase its capital it 
is limited in the price that can be placed on the 
Shares for which rights are issued, It has been 
Si eketiea that perhaps this rigidity or limitation 
Should be removed and that the price which additional 
Shares are issued at should be left to the judgment 
of the directors deciding on the issue. Have 


you any comments on this? 
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MR, MULHOLLAND: I believe I am safe 


in saying that we feel this should be the case. There 
are many factors involved, the most important of 

which is that it is a very costly way for the banks 

to raise additional capital, 

COMMISSIONER LEMAN: If they do not 
have this freedom? 

COMMISSIONER BROWN: This is, of 
course, only an Pee, ads because it goes to 
their existing shareholders and the shareholders 
have an opportunity to participate in it. 

MR. MULHOLLAND: That is right. 

COMMISSIONER BROWN: So it is more 


of an apparent cost nehen a real cost, 


MR, LORENZO ) HERRET One drawback, 
6] "of course, is #1 that af you oe capital in this. MOB a pei ig 
which is more costly, 
you may have to reduce gi 

the. rate of your dividend and this may be misinterprete 
by the public, 

COMMISSIONER BROWN: That is a very 
good point. That is all I had on this. 

THE CHAIRMAN: We shall adjourn until 


two o'clock. 


--- Luncheon Adjournment. 
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--- The hearing resumed at 2 p.m, 


THE CHAIRMAN: We shall now resume, 


MR. MULHOLLAND: Mr. Chairman, may we please, 
with your permission, clarify a comment made this 
morning in the foreign currency business area? 

THE CHAIRMAN: Yes, 

MR. SHANNON: Mr. Chairman, this morning in 
dealing with the New York agency business I said that 
we could not take deposits from within the United States 
I etnaded to say “within the state of New York", I 
Should like to make that correction for the record, 

MR. MULHOLLAND: Thank you. 

COMMISSIONER MACKINTOSH: I have a couple 
of questions, Mr. Chairman, that I intended to ask this 
morning. I was clear enough that this foreign currency 
business was 4 highly competitive one which yielded 
what was thought an adequate income for the bank, and 
presumably an increase in the income of any taxpayer 


Pin: ke god é Agger g ete Rei as, Fee te xe , 


Are there any other by-products which flow 
from this business? Has it a relationship to the 
development of trade or to the acquisition of long- 
term capital or anything else of this sort? 

MR. SHANNON: I cannot think of any off-hand, 
Dr. Mackintosh. It puts the Canadian banks in the 
trading picture and in that way we are perhaps better 
able to serve the needs of our clients. As far as any 
other contributiors to the economic good of Canada are 


concerned, I cannot think of any off-hand. 
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COMMISSIONER MACKINTOSH: Do you develop 
any experience in contacts which are of valye in fields 
other than short-term investments? 

MR, SHANNON: Yes. We are in contact with 
European banks and the London banksand it keeps us in 
the market picture. As an international bank you are 
either in the market picture or you are not. 

COMMISSIONER MACKINTOSH: Does it give zou 
a contact with foreign firms which might establigh 
plants or offices in Canada? 

MR. SHANNON: Yes, I would say it does. 

The bank that establishes these contacts with foreign 
concerns is the bank which these foreign concerns would 
be thinking about when coming to Canada to do business. 
So it has this advantage of business development. 

COMMISSIONER MACKINTOSH: Are there any 
contingent liabilities in connection with this 
business that are of significance? 

MR. SHANNON: It is a straight matter of 
taking deposits and investing money. We keep liquid 
So we think we can meet any demands that might be 
made if there was a constant change in conditions and 
a lot of these deposits were to go down. I can think of 
no other contingent liabilities which might arise from 
at. 

COMMISSIONER MACKINTOSH: You, so to speak, ~ 
provide your own liquidity out of the assets that you 
acquire? 

MR. SHANNON: Exactly. 


COMMISSIONER MACKINTOSH: That is all I havej') 
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1 on this subject. 


2 MR, LORENZO HEBERT: Mr, Chairman, before 
3 you pass to another subject may I Say Mr. Harris, who 
4 had to leave hurriedly at noon, requested me to make 


5 a short statement on his behalf. He stated this morning 
6 that orders drawn on near-banks were not bills of 
7 exchange. What he had intended to Say was that they 


8 are not cheques as defined in the Bills of Exchange Act. 


9 I was requested to make this statement for the record, 
10 COMMISSIONER MACKINTOSH: If I could add 
11 another question: In the past in some countries certain 


12 eventualities, if not liabilities, have occurred which 
13 have affected the Canadian banks. Is this a 

14] consideration for the future? 

15 MR. SHANNON: What did you have in mind, 


16 Dr. Mackintosh? 


17 COMMISSIONER MACKINTOSH: Oh, Cuba would 
18 do for an example. 
19 MRE SHANNON: .You nean. strictly foreign 


20 business not taking foreign deposits, 


21 COMMISSIONER MACKINTOSH: Yes. 

22 MR. SHANNON: Well, that is a risk you take 
03 | in doing business in those countries. The rate of 

14 return is commensurate with the risk. 

5 COMMISSIONER LEMAN: It is safer in the 

6 States? 

7 MR. SHANNON: Exactly. I do not think any 
8 of the banks lost anything in Cuba. We lost our 

9 business in the continuing flow of profit from Cuba, 


but we did not lose anything as far as actual 
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transactions were concerned, 

COMMISSIONER BROWN: I wonder if I could take 
this opportunity to ask Mr. Shannon a follow-up question 
to his voluntary answer? He said he wanted to be 
explicit that he did not take deposits in the State of 


New York. Why did you make this Statement, Mr. Shannon? 
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MR, SHANNON: I said this morning, 

Mr. Brown, that as part of our conditions under 
which we operate in the New york agency, one 
condition was we were not permitted by the New 
York banking authorities to take deposits -- and 
I said, "within the United States", but I meant, 
within the state of New York, 

COMMISSIONER BROWN: So the implication 
now is that you do take deposits in the United 
States but not in the state of New York. Would 
you follow that up? 

MR, SHANNON: We doe business with 
corporations outside of New York State, 

COMMISSIONER BROWN: Do you have any 
reserve requirements against those deposits? 

MR.' SHANNON: No, we are not piace 
to, by the New York State banking authorities. 

COMMISSIONER LEMAN: I have a question 
I did not ask this morning when we were discussing 
the’. payments and clearing system. I have now 
got hold of the figures that Mr. Wadsworth referred 
to, and one of the points that the near banks have 
made with us in the context of the argument is that 
some of them, at least, perhaps more than others, 
do negotiate a lot of orders drawn on banks; they 
are negotiated in their premises. When you con- 
Sider the offset of cost. to revenues from the charges 
you make to these institutions, do you take this 
into account? 


MR, LORENZO HEBERT: I think I know what 
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at es ONNOE ST YOU Wd clarity fine little 


Dit, 

COMMISSIONER LEMAN: We are trying to 
get an idea of how this nets out, the charges made 
to Rees} institutions against the offsetting cost 
of doing the clearing for them, Does the banking 
system as a whole take into account the fact there 
are quite a lot of instruments negotiated at the 
near banks which are drawn on banks for which they 
made no charges? 

MR. LORENZO HEBERT: We would be very 
glad to negotiate these cheques ourselves, of course, 
We are in the banking business, and we have a system 
of branches throughout Canada. We are in a position 
to serve almost everybody, and these cheques could 
be easily negotiated at our various branches. So 
far as we are concerned they are customers of the 
banks, and we try to make for them about the same 
conditions as we make for our other customers, 
except that since these items are handled in bulk 
the rates we grant them are much finer than those 
granted to our ordinary customers, 

COMMISSIONER LEMAN: Are not you now 
speaking only specifically of your relationship with 
the Caisses Populaires? 


MR. LORENZO HEBERT: It is the same 


with everyone; it is the same relationship. The 


ey aS ‘ 
only difference with the others is that instead 


of having an account with each bank at a central 


point they have an account with us. That is the 
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only difference, and the conditions are the same, 


COMMISSIONER LEMAN: Do not they incur 
some costs in the negotiation of is aheonstinacia On their 
premises? 

oR. LORENZO HEBERT: Yes, Maybe 
I could better illustrate that in another way, if 
you do not mind, I suppose that a company like 
the C.P,R., which issues a large number of cheques -- 
or instead of the C.P,R. let us say any company -- 
they issue a large number of cheques and, on the 
other hand, they receive thousands of cheques from 
their customers, If they came to us and said, "Well, 
we collect thousands of cheques and we bring them 
to you and, on the other hand, we issue a large 
number of cheques, why not just clear one against 
the other without any charge?" We could not, 
of course, because we are — the same line 
of business and we have our systems that we have 
Set up which they do not have, and the conditions 
for those near banks is in some way the same. The 
banks consider they are customers, and if they take 
the cheques that could easily come within the 
banking system -- and it is up to them, of course -- 
the banks do not see why they should go out of their 
way just to facilitate this. 

COMMISSIONER LEMAN: There was another 
point we discussed this morning, to which I would 
like to revert for a minute, The banks indicated 
to us. the cost to them of handling government 


business, for which they. do not feel compensated, 
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though you said you did allow for the partial 

compensation you get through deposits from the 

government, Up to now I think the government has 

always argued this was quite right, that this was 

a normal service the banking System could provide 

for the government. Could we discuss this principle 

a little more? Is there anything you want to add 

to complete nen picture en this? 

MR. BOYLES: Not very much, Mr. Leman, 

except from this viewpoint, that, after all, we 

are federal corporations and we are taxpayers and 

we have never felt there was full justification 

for the unwillingness -- let us put it this way -- 

to cCompeRnate the banks’ for their unrecovered costs, 
ns other words, see might even suggest this is. 


another form of alates 


COMMISSIONER LEMAWs Unequal taxation. 
‘In other words, they are not spreading the cost of 


ya. , thevservicesover everybody “in the’ < country equally? 


MR. BOYLES: We have never uuzeepae 
we should handle this business on the basis of 
having a profit; but all we have sought is a return 
of our out-of-pocket expenses, 

COMMISSIONER MACKINTOSH: Somebody 
pays for it. Does this mean it a in effect, spread 
over the other customers of the banks? 

MR; BOYLES: Very definitely. It 
goes to reduce our profits which is tantamount to 


the same thing, and returns to shareholders, and 
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COMMISSIONER MACKINTOSH: With the 
view I have had of the very active competition 
amongst the banks, that is not the likely outcome, 
is it? 

GOMMESSTONER BROWN: I would like to 
ask another question relative to competition, A 
view has been expressed several times that you would 
not mind facing further competition, provided 
it is on a fair and equal basis. Canadian banks 
are able to operate in foreign countries, either 
directly or through agencies. What is the reason 
why foreign banks are not permitted to operate in 
Canada? What are the reasons against them operating 
in aie as banks or bamk agencies? 

MR. SHANNON: Some of the New York 
banks do in fact. operate im Canada due to the close- 
ness of the market. Many call on our clients here 
and do business deals with them. 

COMMISSIONER BROWN: Are they as big 
a factor here as you are in New York? 

MR. SHANNON: We have aa agency in 
New York and we are not taking deposits from New 
York clients. 

COMMISSIONER BROWN: But you maintain 
an office in New York? 

MR, SHANNON: Yes, we maintain an 
office in New York, and there is no reason why 
they could not come within the Bank Act here, 
except that our system has branches. They would 


not be in a position on an equal basis unless they 
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Toronto, Ontario 
did build up their system of branches, which would 
be costly. hee 

COMMISSIONER BROWN: Do I gather from 
your remarks that there is nothing that would 
Stop them operating as a bank under the Bank Act? 

MR, SHANNON: If they complied with 
the requirements of the Bank Act and were granted 
a charter, there is no reason why they could not. 

COMMISSIONER BROWN: Has anybody any 
idea why none of them has done so? 

MR. SHANNON: I think this very point, 
they would have to build up a system of branches to 
be really competitive im Canada, and: it would be 
very costly. 

COMMISSIONER BROWN: You have not | 

found it necessary to build up a system of branches 
“ the United States? 

MR. SHANNON: In New York they have 
branches within the city, but we are not doing local 
business there, 

MR. BOND: New York is a big financial 
centre, there is a lot of business to be got; but 
Montreal and Toronto are much smaller and are like 
provincial cities to the Americans, and there is 
not that large proportion of business to be got. 

It 1s the question of where the market is and 
the profits to be made. 


COMMISSIONER BROWN: They have not 
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come up here because there is not the profit to 
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MR. BOND: Yes, I think so. 

THE CHAIRMAN: Do all the members of 
the Association agree with that? 

MR. WADSWORTH: I do not know about 
the terminology, but we all know that New York is 
a very important international financial centre, 
and there is a great amount of business transacted 
there that has no relationship to the state of 
New York, 

COMMISSIONER BROWN: Yesterday we 
had a short discussion about cash reserves and 8 per 
cent. If I recall correctly, I think the answer 
was given that there was a certain difference of 
Opinion. Some banks considered the 8 per cent 
adequate; others thought it was probably about 
the right figure; and still others had a different 
idea, Again flying the kite, if the 8 per cent 
were reduced, say, to 6 per cent, would you work 
to 6 per cent? Would you all work to 6 per cent? 

MR, NEAPOLE: We would have to, would 
we not? 

COMMISSIONER BROWN: Would you have 
to work down to 6 per cent? 

MR. NEAPOLE: Do you mean if it were 
written into the Bank Act? 

COMMISSIONER BROWN: No. 

MR. NEAPOLE: . That is a moot point. I 
would say we would. 

MR, MULHOLLAND: The same incentive 


would exist to work as closely as possible to any 
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Cash ratio established, because it would be unprofitabl 
to do otherwise. 

COMMISSIONER BROWN: What about 5 per 
cent? 

MR, MULHOLLAND: I cannot speak for 
all the banks, 

COMMISSIONER BROWN: No, but the 
individual bank? 

MR, MULHOLLAND: I would try. 

COMMISSIONER BROWN: What about 4 per 
cent? 

GOMMISSTONER LEMAN: How far down would 
you follow Mr. Brown? 

COMMISSIONER BROWN: This is a Dutch 
auctinn! 

MR, MULHOLLAND: I do not know what 
par for this course is! I would venture this 
observation though, that I think the further down 
you get in the absolute scale, one of the questions 
that one increasingly has to bear in mind is the 
" get-at-ability" of secondary reserves right 
above that ratio. I speak subject to some correction 
here -- and, perhaps, subject to a lot of correction - 
but I think there are one or two European banking 
systems which work to exceedingly low cash ratios, 
but place a much greater emphasis on sight money, 
perhaps employed in near-by markets that they can 
get at very quickly. In that context the cash re- 
serve becomes almost «4 means of meeting clearing ; 


losses rather than a basic reserve. 
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COMMISSIONER BROWN: If it were reduced 
and there was a difference of opinion as to how 
close people were going to operate to this reduced 
level, it provides more difficulty for the money 
managers in the Bank of Canada. 

MR. MULHOLLAND: That would be so, 

COMMISSIONER BROWN: In knowing what 
the reaction would be throughout the system. Therefore, 
they have to operate at the highest level at which 
any bank would want to operate, 

MR.MULHOLLAND: I would agree you 
need a conventional agreement or approval that the 
rate was fixed at a reasonable rate, and that the 
ipate established did not involve any marked tivercsace 
of philosophy, almost, 
ei COMMISSIONER BROWN: Among the members 
of the system? | 

MR. MULHOLLAND: That is right. 

MR, LORENZO HEBERT: The banks, of 
course, have to carry till - money toa 
very large amount, and the balance of the Bank 
of Canada is only part of our reserve, and we 
could not go too low as a matter of day-to-day 
Operation. 

COMMISSIONER BROWN: The point I 
wanted to bring out was, in order for the cash 
management of the Bank of Canada, they would 
almost have to have an agreed level to which 
everybody worked as closely as possible, 


MR. MULHOLLAND: That is right, sir. 
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COMMISSIONER LEMAN: Does Mr. Bond 


have any comment on this? 

MR. BOND: No. I would think it 
would be as easy to work at a level of 8 per cent, 
as they did in London, as at 7 per cent, if that 
is the question, 

COMMISSIONER BROWN: We are talking 
purely of the rate, whether the 8 per cent should 
be reduced to 7 per cent or 6 pe: rent, 

MR. BOND: I do not think I would 
have any comments to make on that. 

COMMISSIONER BROWN: Mr. Chairman, 
before we go on to another subject I have a further 
point of clarification I would like. I think Mr. 
Harrold asked this morning about loan authorizations 
for corporations that were represented on the bank 
boards by a director of a borrowing corporation. 

I think the answer was given that this was covered 
in a report made to the government. Is this report 
a dollar figure or the names of the corporations 
involved? 

MR. WADSWORTH: It is a dollar figure. 

COMMISSIONER BROWN: Of the various 
loans? 

MR. WADSWORTH: Yes, that is right. 

These are reported monthly. 

COMMISSIONER BROWN: Could you ask the 
requisite authority that these be made available to 
us? There seems to be a little difference of 


Opinion as to whether it is a dollar figure or a names 
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report. 

MR, CROWE: -It is a dollar figure, and 
it is required under the Bank Act. 

COMMISSIONER BROWN: That is fine, 


thank you very much, 


| MR. WHIPP: Under Schedule M of the 
= Acts This is on page 87, if your act is 
Similar to mine, 
COMMISSIONER BROWN: I hope we are 
all working on the same act! 
MR. WHIPP: It is at the back. under 
Schedule M, right at the bottom, "Supplementary 


information", 
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1 COMMISSIONER BROWN: This does not give a 
2 complete answer. 
3 MR. WHIPP: You asked, what. was the dollar 
4) amount? | | 


COMMISSIONER BROWN: Of the authorized loans. 
6 MR. WHIPP: The aggregate amount? 

| ie - COMMISSIONER BROWN: ‘This is the aggregate 

4 amount of. the loans? 

9| MR. WHIPP: To. the directors, 

0| COMMISSIONER BROWN: I asked for the aggregat 


11 authorization. 


12], MR. MULHOLLAND: The authorized credits. 
13 |} COMMISSIONER BROWN: Yes. 
14} MR. WADSWORTH: I misunderstood your question} 


cred (a WCOMMISSITONER BROWN’ Could this be made 


available? 
| 
| 


17 MR. ‘WHIPP: It certainly can be obtained. 

18 COMMISSIONER BROWN: We would like to have 
19 it. Thank you very much, 

20 THE CHAIRMAN: The next subject is the 

21 inner reserves of the chartered banks. As I understand 


22 it, it has been for many years public policy to provide: 
23 for certain hidden reserves, the amounts of which are 
44 not to be disclosed to the public, and certain of those 
25 reserves are not subject to income tax. Therefore, in 
%6 the discussion I assume it would be inappropriate to 
%] discuss any figures’as to the smounts of reserves of 

2% any particular. bank, and that we should confine our- 

29 | selves toa diseissien oP ons" of the issues involved. 


There is one exception, however. In the 
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submission of the Inspector General it is stated ~- 
and this, of course, is public property -- that the 
chartered banks as a whole are permitted contingency 
reserves at the 1962 fiscal year, amounting in the 
aggregate to $326 million or 2.951 per cent of related 
assets after the deduction of specific reserves from 
maximum reserves allowed, that formula in use -- and 
it covers both specifiie and tax-free reserves -- would 
produce for the fiscal year 1963 4 maximum reserve 
percentage of 3.504 per cent. 

Now, aside from those two items the 
discussion could, I think, deal with the broad issues 
involved and the justification for the continuation of 
the policy, and the adequacy of the provisions for 
reserves, There is also the question of justification 
for continuing the secrecy attached to these reserves 
and the tax exemptions now provided for. 

I suggest, Mr. Mulholland, that you might 
begin by giving us an outline of the position generally 
and what are the views of your association. This 
matter is referred to in your brief in sections 348 
to 359. 

BES PRPRERDEAMRS I assume, Mr. Chairman, 
you do not wish me to make any reference to these ay 
Paragraphs you have mentioned? 

THE CHAIRMAN: No. We have all read them. 
It is just to put forward your views and to give 
us a certain amount of background, and perhaps to 
emphasize some of these points. 


MR, MULHOLLAND: I will open this subject, 
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Mr. Chairman, but I should perhaps preface my remarks 


by saying that the matter of the formula for 
calculating the inner reserve figure is a matter which 
is in constant review with the Minister of Finance and 
his representative the Inspector General, The 
conversations are going on even at the present time, 
and have heen over the last year or 80, in relation 

to this formula. It is a matter which is resolved from 
time to time between the Minister and the banks. 

Insofar as the concept of the inner reserves 
is concerned, if you wish me to mention that. before 
we get too deeply into the Subject, I shall do so. 
These reserves merely act as a pool by which a certain 
portion of earnings during a period of good times may 
be set aside to meet losses which invariably oecur 
during a cycle of poor years, 

; Prudent bankers recegnize that in valuing 
their assets at any given date, adequate provision 
must be set up for known losses at that particular 
date, as well as those for which there may be some 
losses against loans on which there may be some 
apprehension in the minds of management but which at tha 
Specific date have not been readily identified. 

On behalf of the Association I may say that 
the banks! views on this general concept of inner 
reserves were clearly stated by the Minister of Finance 
during the 1944 Bank Act ravision proceedings. I 
Shall not quote from that, Mr. Chairman, unless you 
Wish me to do so, because I am gure you have it in 


your records. As to the present method of calculating 
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reserves, I suppose you also have that information, but 
I would be glad to put it in the récérd “tn very brief 
form. 

THE CHAIRMAN: It is all in the Inspector 
General's briet | and T don't think it is necessary to 
put it on the record here in any detail. 

MR. BOYLES: Mr. Chairman, as Mr. Mulhollang | 


has 80 aptly described the concept of inner reserves, 


in our brief to the Commission. 

In addition to what Mr. Mulholland has said, 
I think the main point is that no commercial bank would 
be fulfilling its obligation to its depositers or to 
the community if adequate steps, as Suggested by Mr. 
Mulholland, were not taken, 

L understand that you are well acquainted 
with this prescribed formula through which the allowable 
reserve is computed. It is rather interesting to note 
the effect of that formula. If one were to have before 
him the banks' figures from 1953 to 1962, it would 
appear that the par or the allowable for general 
contingent reserve hes remained virtually constant. 
I need not mention the figures here, éxcept to say that 
the allowable is virtually constant, notwithstanding 
Which the aggregate assets of the bank in 1953 were 
approximately $5 billion, whereas at the end of 1962 
the respective figure was something to the order 
of $11 billion. 

This rather points to what we think to be 


the inadequacy of the formula, and of course, it 
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develops from this main point that the banks are 
replacing low average assets and relatively high loss 
experience by high average assets and low loss experiencd, 

I do-not believe I need go into the details 
of how that works, because you do have the formula 
before «you. But. I Suggest, sir, that this matter of 
reserve formula requires some revision in the interest 
of the banks and, of course, through them for the purpos 
of protecting depositers. 

AS you know, starting in perhaps 1929, and 
through the early thirties, we went through a long 
period of unhealthy economic conditions which. naturally 
gave rise to severe losses, It is in that era that we 
have extracted, in accordance with the prescribed terms 
of the formula, a figure representing the loss experienc 
of the bank. We are now moving out of that era into 
a more favourable period in respect of which the loss 
experience was not so great. Now we are looking into 
another cycle: we have larger risk assets, and it is 
only reasonable to assume that because of the relatively 
free and easy way in which the banks operate in respect 
of credits during good times, that some of the results 
will catch up with us in the years to come. Therefore, 
it is only prudent for us to suggest that we should 
take action to have appropriate reserves to provide 
for this contingency. 

In addition there is, of course, always the 
need in the course of making loans to set up specific 
reserves for losses that are already established. Under 


the present prescribed formula these specifics are all 
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part of the overall par. We Suggest that there should 
be sufficient allowance for the specifies and additional 
reserves for that purpose, and that there should be a 
contingent reserve or an inner reserve to provide for 
the unknown, for the things that may develop with 
experience, 

THE CHAIRMAN: There is no limit to the 
amount of reserves you may set up, is there? There is 
only a limit to the amount of reserves that you may 
set up tax-free? 

MR. BOYLES: Right. 

THE CHAIRMAN: And in addition to that you 
may set up more reserves, tr you think it advisable, 
and pay taxes on them, 

MR. BOYLES: Yes - that is when there is 
enough available. On the other hand,I think it is 
fair to say in respect of taxes that you might regard 
a transfer to inner reserves before taxation as a 
deferred tax, to some extent. In other words, in the 
event that we find such reserves get beyond the allowabl 
they are indeed brought back into taxable income. 

THE CHAIRMAN: But you get the use of the 
money interest-free during the interim, don't you? | 

MR. BOYLES: Yes. 

COMMISSIONER LEMAN: Mr. Boyles, in 
discussing this subject, is it not true that in order 
to change the formula or make greater amounts of 
‘tax-free inner reserves available to the bank, one would 
have to form a judgment as to their adequacy with rogard 
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into. I understand that was your explanation? 
MR. BOYLES : Yes. | ; 
COMMMSSIONER LEMAN: Could you suggest to 
us how one would go about Judging their adequacy? 
You can't work to a vague amount; you have to work to 
some precise amount. 


MR. BOYLES: Exactly - except that one goes 


on the basis of experience in the past. In other words, 
we know what our loss experience was over the past many 
years of good and bad times; but under this present 
arrangement we are working on the basis of loss 
experience of what were relatively good years for the 
banks, This prompts us to Suggest. that the formula is 
not truly adequate. 

COMMISSIONER LEMAN: What would be dSdequat 
formula? 

THE CHAIRMAN: Out of those good years would 
you not have been able, if you had decided it was 
prudent to do so, to set aside more reserves than yor. 
did? Apparently you did not think that was necessary? 

MR. BOYLES: First of all, Mr. Chairman, 
one has to relate such transfers to the availability 
of funds after paying your bills and your taxes. You 
will find generally in the less favourable years -- 
and this relates to my first point - you do not have 
that opportunity. In the more favourable years it is 
Prudent to add to your contingency reserves. 

COMMISSIONER LEMAN: “Bigger reserves" is 
also big, is it not? What would be a good formula? 


MR. BOYLES: May I emphasize again the degree 
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to which the risk assets of the bank have increased, 
even in that period from 1953 to 1962. Actually, they 
have more than doubled. This naturally suggests that 
we have to keep pace with this trend in our risk assets, 
and I suggest that the present formula does not permit 
us to do that. 

COMMISSIONER LEMAN: I am wondering if you 
could give me the guiding principle of arriving at a 
good formula? 

MR. BOYLES: I know your point, Mr. Leman, 
and I suggest to you that it is not easy because in 
effect we don't know the unknown. However, we think 
it is prudent to suggest that we should not be operating 
under a formula which can permit us to set aside less 
each year as the result of the application of the 
formula which is now based on the experience in the 
more favourable years. 

COMMISSIONER LEMAN: That is a negative 
principle. How about some positive principles? 

} MR. BOYLES: Would you like me to suggest 
how much we should be allowed? 

COMMISSIONER LEMAN: I am not suggesting 
that you give us a precise answer. I am just asking 
you to give me the guiding principle. What are the 
factors you would take into account and how much weight 
would you give to them? What would be your approach 
to judging the adequacy of the reserve? 

MR. BOYLES: Number one is the loss experienc 


in the worse years as related to the respective risk 


assets of those years. 
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COMMISSIONER BROWN: Are you suggesting that 
you would be satisfied with a reserve equivalent to 
the percentage loss ratio in one year? 

MR. BOYLES: No, not necessarily. For 
instance, in the United States they permit them to pick 
out 20 consecutive years from 1927, representing the 
worse loss experience. 

COMMISSIONER BROWN: And how many years loss 
are you allowed to carry? Is it a three-year loss 
ratio? 

MR. BOYLES: This is & contingent reserve, 

COMMISSIONER BROWN: Yes - in the anerisee: 
system. 

MR, BOYLES: The basis there is the loss 
experience in any twenty consecutive years since 19027, 

COMMISSIONER BROWN: But presumably they 
are not @4llowed to set aside the total of the twenty 
years, are they? 

MR. BOYLES: No. 

COMMISSIONER BROWN: How many years are 
they allowed? Is it not three years? 

MR. BOYLES: Yes, that is quite right. 

THE CHAIRMAN: The worst three years in the 
twenty? Three times the average? 

MR. BOYLES: That is right, three times the 
average. 

COMMISSIONER BROWN: How would that relate 
to the present Canadian situation? 

MR. BOYLES: I can't answer that question. 


COMMISSIONER BROWN: It would be relevant, 
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wouldn't it? 

MR. BOYLES: It would be. 

COMMISSIONER BROWN: But you can't tell me 
whether it would be higher or lower than the present 
Canadian situation? 

MR. BOYLES: No. I do not have any statistic 
concerning the loss situation, 

COMMISSIONER BROWN: I am saying, if you 
took the twenty worst years in the Canadian experience, 
and then took the worst three of the twenty, how would 
that relate to your average? 

MR. BOYLES: It would probably be all right 
as of today, but we are thinking of the downward trend 
that is produced by this formula. 

THE CHAIRMAN: The trend over the last period 
in the calculation of reserves has, on the whole, been 
going up. The losses have been small, and there hasn't 
been any concentrated period when you had any heavy 
losses. 

MR. BOYLES: That is right. 

THE CHAIRMAN: That is the situation, once 
the formula moved forward and away from the depression 
years, 

MR. BOYLES: Yes. 

THE CHAIRMAN: So, the net result of it is 
that the amount of the reservesyou are allowed under 
this formula are going down every year? 

MR. BOYLES: That is quite right, and at 


the same time our risk assets are going up. 
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KNOW 
THE CHAIRMAN: You never/whether in the next 


three, four or five years you may get another heavy 
loan period, 

MR. BOYLES: Yes. 

THE CHAIRMAN: And by that time you. will 
have less reserves than you had at the beginning of the 
year? 

MR. BOYLES: Yes. 

THE CHAIRMAN: That is your position? 

MR. BOYLES: Yes. 

THE CHAIRMAN: And far that reason you say 
that this formula is not appropriate? 

MR. BOYLES: Quite. 

THE CHAIRMAN: But I don't know whether the 
alternatives that you Suggest, whether that cures the 
Situation. 

MR. BOYLES: You mean ‘in just naking 
@ comparison with that permitted in the U.5.7? 

THE CHAIRMAN: Yes. 

MR. BOYLES: I am not Suggesting, sir, that 
it does; this is Something that we are studying. 

THE CHAIRMAN: Is there any formula similar 
to it and based on the present formula? In other words, 
is the basis of that formula adequate? Is that the 
right type of formula to have at all? ss 

MR. BOYLES: I believe that there is merit 
im this type of formula provided that it is realistic 
in respect to the contingencies. 

THE CHAIRMAN: Apparently it is not, though, 


from what you say. 
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MR. BOYLES: Yes, exactly. What I am trying 
to say, sir, is that on the basis that certain percentages 
must specify type of assets, this does seem to be 
reasonable, but when one is restricted in the amount 

of allowables, notwithstanding that it is percentage 
allowables, then you can see that the trend can move 
if there was a rise, but if it is based on the other 
experience, the loss experienced over a 25 year period, 
that is a moving 25 year period, 

COMMISSIONER LEMAN: This bears some 
relationship to what we talked about this morning on 
the ratio of equity capital to liability, does it? 

MR. BOYLES: I don't believe it does, sir. 

It may. I never thought of it in that context. 

THE CHAIRMAN: It is what I understood you 
had in mind a moment ago, that these tax-free reserves 
in any bank might be drawn upon at any given time and 
moved into the balance sheet to offset some Special 
loss that occurs, then that portion of the reserves 
would be subject to tax? 

MR. BOYLES: The transfer out? 

THE CHAIRMAN: The transfer out. 

MR. BOYLES: Well, if it is a non-tax 
reserve, yes sir. 

THE CHAIRMAN: If there is a loss; if in this 
Case it was to take care of a loss, so that it would not 
be taxable. 

MR. BOYLES: Oh, I see. In that event, no. 
If it was just -- 


THE CHAIRMAN: If it were just moved up, it 
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would be quite legitimate to move it up? 

MR. BOYLES: Yes. 

THE CHAIRMAN: Whether there was a loss or 
not? 

MR. BOYLES:~ Yes? 

THE CHAIRMAN: But if it was moved up and 
there was no loss, then it would be taxable? 

MR. BOYLES: Right. 

COMMISSIONER BROWN: Could I ask a further 
question for clarification of this? I think it was 
your point that you can put more. reserves in there now 
Providing you pay income tax on them, and I gather that 
you are also making the point that the present formula 
is not generous enough and that you feel the reserves 
Should be higher than they are. If you feel the reserve 
should be X dollars higher than they are, at least you 
could put half X dollars into there, but has anybody 
done this; do you do it? 

MR. BOYLES: Yes. 

MR. NEAPOLE: Some banks do. 

COMMISSIONER BROWN: Are the banks doing 
this as a principle in order to make absolutely clear 
that this is not a high enough reserve? 

MR. BOYLES: There are transfers from time 
to time. 

MR. WADSWORTH: In addition to what we may 
put into our contingency reserve if we don't feel that 
is adequate, are we putting additional reserves into 
& tax paid reserve, is that it? 


COMMISSIONER BROWN: Yes; that is surely the 
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strongest argument you can give to any authority that 


you don't think the formula is Satisfactory? 

MR. BOYLES: I think probably this is followet 
by the banks to varying degrees but, as you would 
appreciate, if you were to absorb a loss out of a tax 
paid reserve it is a lot different, because you have had 
to put in tiie to make it sufficient to absorb the 
loss. In other words, to pay the loss out of a tax paid 
reserve is costing you twice as much as if you paid it 
out of the tax-free reserve, 

COMMISSIONER BROWN: At Some stage surely 
there is a tax recovery? 

MR, BOYLES: Yes, there can be. 

COMMISSIONER LEMAN: Were there any transfers 
out of tax-free reserves by the banks as a whole in 
recent years? 

MR. NEAPOLE; Very definitely. 

COMMISSIONER LEMAN: Why would there have 
been if the general opinion is that the tax-free 
reserves were inadequate? 

MR. BOYLES: There have been transfers out. 

MR. NEAPOLE: I am not so sure I can answer 
that by saying that they felt the reserve was inadequate, 
but let us say that it was a question of judgment as to 
What should be done at the time. For instance, we 
transferred $10 million out at the end of 1961 and paid 
@ corresponding amount of tax on it. 

MR. WADSWORTH: Another reason, Mr. Leman, 
-Why we occasionally ‘turn to our experience in this 


field. 
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COMMISSIONER LEMAN: It may be too naive 
an approach, 

MR. WADSWORTH: No, but as you can appreciate 
as the formula comes down it is quite inconceivable 
that the amount you have reserved may be higher than 
permitted by the formula and YOU may have to make eertain 
transfers out, 

COMMISSIONER LEMAN: The transfers out were 
forced? 

MR. WADSWORTH: They could have been. 

COMMISSIONER BROWN: Or you could have left 
them and paid the tax? 

MR. WADSWORTH : Yes, it is a matter of choice 
of the individual banks and could vary. 

THE CHAIRMAN: I gather from what you say 
up to this point that in fact the tax-free reserves 
are merely partly tax-free in a sense? 

MR. WADSWORTH: That is quite right. 

THE CHAIRMAN: That they are held there 
and subject to tax in any particular year until they 
are moved up out ofthat tax-free area and used for 
Some purpose that is not for the purpose of off-setting 
Some loss, 

MR. WADSWORTH: That is quite right. 

THE CHAIRMAN: And then it becomes taxable 
and it is taxed? 

MR. WADSWORTH: That is right. 

THE CHAIRMAN: And all the other reserves 
that are being accumulated, the tax-free reserves, they 


Stand there and they are always subject to that whenever 
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they become used for other than paying losses, for other 
purposes than paying losses? 

MR. WADSWORTH: That is right, so that there 
1s no avoidance of taxes; there can be a deferment of 
taxes. 

THE CHAIRMAN: Isn't it theoretical, at any 
rate, that they may all be used either to pay off losses 
or to be brought into the ordinary balance sheet of the 
company and then they would be taxed on that? 

MR. WADSWORTH: That is quite right. 

THE CHAIRMAN: And the main advantage, 
financial advantage you get from holding these reserves 
in this way is that you do have the interest on the 
money? 

MR, WADSWORTH: But I would Suggest if they 
were all brought out or published, and you had no cushiorz 
or no reserve, it wouldn't be too comfortable a position 
for a banker to be in in operating a bank because I thin 
one of the most important points or one of the important 
points in addition to providing for losses -- and I beli ve 
we have brought this out in the brief -- is that at the 
bottom of the business cycle when you probably absorb 
Some fairly substantial losses, it may be a very proper 
time for banks to take more ag risks they 
ordinarily would, Thinking that the economy is going 
to pick up and without any further reserves or so-called 
reserves, I think that in the interests of depositer 

nore 
and shareholders you would be much/careful in your 


approach than you would if you felt you had nothing 


to come and go on? 
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THE CHAIRMAN: Apparently the answer to what 
you claim to be the necessity of this type of reserve -- 
tax-free for the time being, at any rate -- is that it 
is necessary because of the peculiar nature of the 
banking business, is that so? 

MR. WADSWORTH: That is right. 

THE CHAIRMAN: Because the banking business 
is unique in this respect, is it not? 

COMMISSIONER BROWN: There are other businessé¢s 
that do have losses, sir! 

THE CHAIRMAN: But do they have tax-free 
reserves? 

MR. WADSWORTH: They probably have inventory 
reserves. 

THE CHAIRMAN: Well, other businesses may be : 
Similar in some degree in this respect, but the banks 
have something on the face of it that looks like a 
rather special concession. 

MR. WADSWORTH: That is right. 

THE CHAIRMAN: And that must be for some 
reason applicable to the special nature of the business. 
What is the special nature of the business that justifie 
this particular situation? 

MR. LORENZO HEBERT: May I venture something? 
One of the reasons, of course, is that the banks operate 
at a very thin margin of profit. 

THE’ CHAIRMAN: And so does everybody alse, 
from what they tell me: 

MR. LORENZO HEBERT: I mean, we have agneed 


that it is as low as three per cent and there is a ceiling 
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of 6 per cent and when the end of the year comes, of 
course, it is very hard when you have thousands and 


thousands and thousands of leans on your books 


to: say exactly that on this loan we are likely to 

lose 2 per cent and on this one we are likely to lose 
5 per cent. We know some of them, of course, we make 

a specific reserve for those, but it would be very hard 
to put against each item the amount we are likely to 
lose or that we might lose if conditions were to change. 


In an industry or in a store it is much \ 


\ 


easier, of course, to appreciate it; you can see these, 


\¢ 
t 


goods, these raw materials and it is much éaster to 
Say what their true value is likely to be next year 
or next month. 

MR.-BOYLES: The other point if I make a) 
is that I think it is generally recognized that a 
sound. banking system is vital to the needs of the 
.hation, and that if a bank is to give proper recognition 
to this, that we must take a certain amount of risk 
and also to act in a fashion that will not disturb the 
public confidence in the banks. 

MR, WADSWORTH: To get back to your question, 
Mr. Chairman, another point which I am sure you are 
aware of is that the monies with which we are taking 
these risks, taking the management responsibility for 
these risks, are public funds; they are not individual 
Shareholders! equity as they would be in some businesses, 
These are the peach of many, many people, and for 
‘that reason we think that is another Special thing. 


THE CHAIRMAN: There are other financigl 
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institutions that take public money. 
MR. WADSWORTH: Yes, 


THE CHAIRMAN: But do they have the same 


type of tax-free reserve situation? Insurance companies 
trust companies and all sorts of near-banks are taking 
in public money, but as far as I know they pay taxes 
on reserves in the ordinary way. 
MR. WADSWORTH: It may be, though, 

that more of their assets -- 
and I am not admitting they are not subject to some loss 
~- are more substantially secured as against the volume 
of loans, and we were discussing those a day or two ago 
that are for working capital purposes. The main securit 
is the future of the business and the economic climate 
in which that business is operating. 

COMMISSIONER LEMAN: Mr. Boyles didn't agree 

when 
with me A said I thought that there was some relevancy 
between that and the discussion this morning about the 
capital of the banks -- and you can't discuss this bank 
by bank -- but there is over a billion dollars of bank 
capital, isn't there, which is a fairly good sum of 
money for the absorption of losses as far as the 
depositers are concerned? 

MR. WADSWORTH: Yes. I think, though, there , 
is another factor that was mentioned; we don't 
wish to read it now, but it was a statement made by 
the Minister of Finance in 1944. It is the matter of 
Public confidence and there are swings in the contingenc 
reserve losses that may occur, but if these were all 


reflected in the public figures they could be at times 
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misinterpreted as to what is happening to the affairs 
of the individual banks or bankers. 

THE CHAIRMAN: We haven't come to that 
aspect of it, but I am under the impression that there 
was some provision applicable to mortgage companies 
where some similar type of reserve -- perhaps on a 
smaller scale -- is pacébies: ceed you familiar with 
that? There is 4a tax-free principle involved to some 
extent. 

MR. NEAPOLE: Isn't it safe to Say that any 
company is allowed to set up reserves of some kind arfl 
in some degree on which they do not pay taxes against 
book debts and inventory and so forth? 

THE CHAIRMAN: Yes, but --- 

MR. NEAPOLE: And other institutions, such 
as the trust companies and near-banks, and so forth? 

THE CHAIRMAN: Yes, but I am not familiar 
with how it compares with this; this was considered 
as being somewhat special. 

COMMISSIONER LEMAN: I know there is a 
general pool reserve -- 

THE CHAIRMAN: It is specific. 

MR. PATON: I think the life insurance 
companies, Mr. Chairman, have substantial oe 

reserves; I don't know on what basis they /establishe , 
but I could well imagine that there is a contingency 
reserve included. . Ln their annual statements 
you will find that. 


THE CHAIRMAN: Do you know anything about 


the tax-free element in it; whether it is the same 
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principle as this? 

COMMISSIONER MACKINTOSH: It would affect 
their tax position because they are taxed on their 
premium income and not on their profits. 

Could I approach this from a little different 
direction. In one or ‘two respects there is some 
analogy between this reserve and depreciation reserves 
in that I think they are both based on the assumption 
that a year to year calculation of income cannot be 
readily made because there are possible contingencies 
in the future. 

“Now, for depreciation there are allowances 
on varying rates that give the taxpayer some choice, 


and my impression is that their auditors to a very 


considerable extent have anmeiae that they set. SMBs, on 


thy 
“3% 


"reserves: for fatere: tax liability because they have 


taken advantage of. these higher depreciation rates 
in the earlier years of the life of the asset. Has 
any. shareholder's auc amen suggested to the bank it 
wiles to set up reserves for future tax liability? 


Could you take that? 
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MR. BOYLES: No, I have not heard that 
but I have heard auditors Say that we should take 
advantage of favourable profit conditions to provide 
for the contingent losses in respect of our risk 
assets, 

COMMISSIONER MACKINTOSH: Could we 
take this non-action on the part of the shareholders! 
rites as their judgment that the reserve is not 
more than adequate, for if they are they do create 
a future tax liability? 

MR, NEA POLE: Yes, 

THE CHAIRMAN: The next point in 
connection with this problem is the justification 
of the hidden nature of these reserves, I under- 
stand there are reasons for this, that it has 
been considered sufficient in the past. Whether 
or not the same conditions are equal ty applicable 
today is a question we shall have to consider, 

Would you care to comment on the justification 
ties the secrecy of the amounts of these reserves? 

MR. BOYLES: Mr. Chairman, there ae 
Some reference, of course, to this point in the 
brief. In our opinion we feel that there would 
be a lot of disadvantages in disclosing these 
figures, We do not beli¢ve it is in the best 
interests of the public. I think that it is better 
rather than to display or to divulge or disclose 
the figures that we should be careful not to 
indicate, let us say, any prospective weaknesses 


\ 
that might be assumed from the respective figures, 
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In other words, the disclosure could conceivably 
lead to some fear on the part of the depositor, This 
is a subilect which, of course, has been considered 
in other areas, and the general concensus has been 
that it is not in the best interests to disclose 
such figures, I mean, I merely add this as a bit 
of support to our thinking. 

THE CHAIRMAN: . Well, these questions 
are constantly being raised, and we want to 
get all the information we can about them. Is 
there real ground for thinking that the depositors 
would lose confidence in a bank Simply because 
certain losses were shown in a certain area? 

MR, BOYLES: There might be. Probably 
one of the things that might prompt some wonder, 
if not fear, is the fact that you might be making 
large provisions in good years. In other words, 
there does not seem to be any constant provision, 
AS I mentioned earlier, it is the policy, if possible, 
to make provisions in the good years thereby to 
provide for these provisions in the poor years. 

THE CHAIRMAN: If there was sufficient 
provision made, would there be any objectinn then 
in publishing everything? Then the depositor would 
look at the statement and he would see this very 
large provision and he would be satisfied that it 
would take care of any possible losses, that if a 
loss occurred he would not feel badly about it, 


actually. 


He would also know that the bank had 
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adequate capital. AS a depositor would he necessarily 
be disturbed about that? 

MR, BOYLES: We think that these 
shifts, and having regard for size and experience, 
could be disconcerting to the depositor, 

COMMISSIONER MACKINTOSH: May I ask 
a question, Mr. Chairman? Is this Subject of non- 
disclosure indivisible? I seem to recall that some 
banks have in their own accounts disclosed withdrawals 
from inmer reserves at times, When there is a 
withdrawal is that information required to be 
disclosed or is it on an optional basis? 

MR, BOYLES: I think it 18 an automatic 
disclosure, 

MR. NEAPOLE: Yes, it is an automatic 
disclosure, It shows up in our » Statements 
of undivided profits, 

COMMISSIONER MACKINTOSH: The amounts 
that are placed in the imner reserves are not 
disclosed? 

MR. BOYLES: That is right, sir. 

COMMISSIONER MACKINTOSH: And the 
total amount is not disclosed? 

MR. BOYLES: Right. 

COMMISSIONER MACKINTOSH: Is there 
the same objection to disclosing the amounts which 
have been carried to the inner reserve in the year 
as there is in disclosing the total amount of the 
inner reserves? If you disclose the amount carried, 


the person looking at the bank income who wants dis- 
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closure,in the sense that the security analyst asks 
for it, has gone a considerable distance towards 
his goal. Is that just as objectionable as the 


total amount? 


MR, BOYLES: Probably one point in 
favour of not making such disclosure is the variations 
of requirements or practices amongst banks in 
respect of that subject. 

COMMISSIONER MACKINTOSH: I would 
think generally the basis of your addition to inner 
reserves, aside from the leeway that the formula 
gives you, is that you have had a good year. Is 
there too much reason for keeping that a secret 
from the poor shareholder? I can see that a 
big withdrawal from inner veserves might make 
you nervous, that it might give rise to the pre-. 
sumption that you had heavy losses. But you tell 
me that you have to disclose that anyway. 

MR. BOYLES: Yes, we do that. 

MR. WADSWORTH: No. 

MR, BOYLES: No, I am sorry. It is 
the other way. It is not as they relate to losses. i: 
We do not have to make any disclosure there, but 
if we want to transfer an amount out it has to be 
published. This would be automatic. 


COMMISSIONER MACKINTOSH: Well, there 
/ 
is no doubt that some of your less sophisticated 
Shareholders would interpret that as something you 


had to do on account of # bad year, ff was just 
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wondering if everything had to be secret or whether 
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this problem could be broken down. We get from 
people like security analysts the argument that the 
Shareholders are left completely in the dark. The 
published accounts show what the income is after 
certain undisclosed transactions, not necessary 
but convenient transactions, have been carried out 
in respect to them, 

MR. MULHOLLAND: In this particular 
regard, Dr. Mackintosh, and I am Speaking only on 
my Own account, I think this matter of disclosure 
should be taken by bankers as of least concern 
to shareholders but of major concern to depositors 
in so far as disclosure is concerned, I believe 
this has been debated in England. As long ago as 
the dénehocomiittge it was said that the interest 
of the depositors outweighed the interest of the 
Shareholders in respect to disclosure, 

There are many things involved but 
the stability of the banks must never be in doubt. 
I am not quoting from that committee in using 
those words, but again quoting from that record 
it is not in the public interests to endanger the 
Stability of the banks or to undermine the con- 
fidence of the public in the banks. 

COMMISSIONER BROWN: Could I draw to your 
attention, Mr. Mulholland, that there has been a 
more recent committee in action on this point, the 
Jenkin's Committee, which brought out its report 
last summer. This committee recommended by, 


I think it was nine to four or five against, that 


out .uxeb oft at yLeteLquoo viel 978_ pbc: 
aotts et smoont edt tedw wore atavoona: pede tide 
yisuecoon tor ,anoldosenstt besofoetbay atst1e9 7 


duo betasso need eved ,anoktosansit jnotnevnoo sud 


mort of tooqeet at 
ugfvetiueq etdt aI :CMALIONIUM ‘iM 
mo Tito uatisegqe ms T pre .deotnitvosM .1d , bisg°% 
emeofoetb to todtem etdd antdt I _tayooos Awe Yom 
4 nreonos Fesol to @6 erowtnsd yd aexet od piyone 
> arotteoqed o¢ sttsonoo tobsm to did atsblodetsda ot 
evetied I .bermtennoo ef exmeofoeth es 1st o# at 
| es ogs agol eA .baslgak nt betedsb need asd atrt 
= tegrodat oft ¢edd bisa epw 3k o0t3 tamod sedtod oat 
- adit to tessetnk ont bergtewswo arottaoqeb edt to 
,eryeoioelb of aaitieaaait eroeblode tsde 
q gud bevLovat agatdd yosm ers etedT 


7 | 
| .tdveb mt ed woven Jeum aiasd edt to ytiltdste edd 


gouteu ak sess Limnos dest mort antdoup som ms I 


brooes dst mont gabtoup alsas jyd ,ebu0w eaodt 


énit sognsbae od ateoredat otiduq eat ak tom et tt 


-noo edd onimuebau ot “0 salnsd ent to ytiitdssa 
ained edt mt-obiduq edd Yo.eonebt? 

+ wesb I bivod :HNORE AMMOTERIMNOD 
6 seed aad oredt tant ebnsllodivt .oM .noltaests 
ont tateg ett ao cottes aft eattimmos snece” 9rom 


gxoger edt tuo tigvotd sotdw ,cottimmod @'atiaeh 


~~ 


1, 


i bebnemnooe1 sottinmoo aif? seme Je 


af 
< Ndheres & Young e 8363 us 
, 


Toronto, Ontario 
secrecy be maintained as to the reserves of the 
British banks, I think you should also bear in 
mind there is this distinction that these are after- 


tax reserves, 


THE CHAIRMAN: Yes, but that distinction L- 

COMMISSIONER BROWN: May I carry on for 
a moment? 

THE CHATRMAN: Yes, go ahead, 

COMMISSIONER BROWN: In the United 
States the opposite seems to prevail and that is 
that in New York State, as I understand it, their 
tax-free reserves are disclosed, So, you have in 
one case the reserves that are Secretyptand in 
New York State you have tax-free reserves but they 
are disclosed, For the rest of United States 
I understand the Federal Reserve System is encouraging 
disclosure in those states that do not now require 
PC, The Saxon Committee, which recently reported 
down there, has recommended disclosure. 

Canada is frequently more or less half 
Way between the practice in the United Kingdom and 
the practice in the United States, and in this 
particular instance it seems that the banks have 
got the best of all possible worlds. Perhaps this 
is the Valhalla that we heard about before. 

THE CHAIRMAN: It is a great thing 
to live in Canada. Take the position of the 
depositor. It is true that the depositor is of 
the first concern, He takes precedence over the 


Shareholder, but if the depositor is willing to deposi 
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his money in a bank and if he is a-very prudent and 
wise depositor and looks at the balance sheets of 
a particular bank and studies everything he can 
find about its activities and he finds that on 
the face of that balance sheet he is Satisfied 
it is a sound institution and he knows that in 
addition to the figures disclosed in the statement 
there are certain hidden reserves, although he 
does not know how much they are, but he does know 
there are some hidden reserves, and if he decides 
to deposit money in that bank, then how can he lose 
anything if it turns out that the hidden reserves 
pop up some time and bail out a situation with 
which the bank is faced? I do not see how he is 


harmed by the secrecy. 


MR. BOYLES: It is the other way around, 
sir, We feel that he is probably protected by the 
secrecy. 

THE CHAIRMAN: I was just moving part 
way in the chess game. I was not prepared to go 
too far. I was just looking at it in a certain 
way. I would think that there would be some diffi- 
culty, though, from the point of view of the share- 
holder because the directors of the bank would have 
full knowledge of these matters and the ordinary 
Shareholder would not. 

MR. MULHOLLAND: That situation per- 
tains, Mr. Chairman, in itily company. 

THE CHAIRMAN: I suppose it does, but 


Other companies do not have this sort of reserve, 
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COMMISSIONER BROWN: Mr. Chairman, I 
do not like to appear to be harping on a particular 
subject here, but I should like to return to this 
knotty problem we were discussing prior to getting 
into this one. I refer to the question of authorized 
amounts of credits for borrowers who are represented 
on boards of banks by mutual directors, We were 
given the answer that this report was in Schedule 


cn. I must apologize, for I read it quickly, but as 


A 
aie 


I read it now it does not give the answer, for 
it says, "Credit amounts of loans to directors and 
firms of which they are members and amounts for which 
they are guarantors," 

This does not, in my interpretation 
of the phraseology, cover corporations. It only 
covers personal loans and loans to un-incorporated 
firms. The question referred to loans and the 
various lines of credits to directors and corporations 
of which they are directors. I am not blaming 
anybody. I think we got lost in the terminology. 

MR.’ WADSWORTH: I am sorry that I 
misunderstood what you were referring to. 

COMMISSIONER BROWN: But is it clear 
now what we are looking for? Perhaps we could 
get together at the recess if there is any further 
confusion with respect to this. 

COMMISSIONER GIBSON: Mr. Chairman, 
I have a couple of general questions on the matter 
of monetary policy and how it fits in generally 


with other kinds of economic policies. There is 
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not any reference in the first chapter, the intro- 


ductory chapter on policy objectives and instruments 


in relation to debt management and how it fits 
into monetary policy,except at the end of the chapter 
it says that it is another policy instrument. 

I wonder if any of the bankers would 
Say a bit about how they see debt management and 
monetary policy working together? Should they 
be more closely meshed together? beicuie debt manage- | 
ment be used with monetary sre as an aid to : 
achieving monetary objectives and changes in credit 
conditions and, specifically, interest rates? 

DR. McLEOD: Reference to ebbal 
management at that point was, as you say, ina 
secondary position, for it is envisaged that the 
primary instruments of economic stabilization are 
conceived by most people to be monetary policy 
» and fiscal policy. There is a short definition 
of each of those given in the brief, 

The reference that you have to the 
paragraph where we do mention the other policy 
instruments is primarily to emphasize that indeed 
these two major instruments must be supplemented 
by others in order to have their full effect. db 
think the major distinction between them is that. 
monetary policy and fiscal policy are intended to 
Operate fairly directly on the spending stream, 

I could say with perhaps specific reference to debt 
Management, if I am right that that is the one to 


Which you wanted particular attention paid, that per- 
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haps there is not as yet the same body of opinion 
about just what debt management is and what it can 
do as there is in the case of monetary policy and 


fiscal policy, 
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A good deal has been written on this | 
at various times from various points of view, but _ 
I think it would be fair to say that it has not 
been shaken down, if I may use that phrase, to 
establish a really agreed basic level of what is 
meant by debt management, how it operates, and 
what can be expected of it, If I remember correctly, \]: 
I think there is a reference in the brief to fiscal 
policy naving been developed, or originally con- 
ceived as a supplement to monetary policy, and ee 
of the ideas we include under this rather vague 
heading of "Debt Management", again, could be said 
to be supplementary to monetary and fiscal policies. 
Surely, at a minimum level people would agree that 
debt management does have a functinn in terms of 
msuring that issues that are sold in the process 
of financing activities of the government, are 
presented on a basis that is compatible with the 
market, | on a basis that helps to sustain the 
confidence of the market and the soundness of official 
policies, and helps to create conditions, liquidity 
conditions particularly, appropriate to the situation. 
When you try to extend beyond that 
the area of agreement becomes less, and I do not 
mean to say that many of these things are wrong, 
particularly, but I do not think that the rights 
and the wrongs and the nuances of right and wrong jw 
have been worked out to a satisfactory extent. “""" 
One sometimes gets the impression 
from some of the more extreme statements that the 


government should not borrow long at ail, and in 
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one phase of the cycle should not bovrow long because 


that 1s starving the private sector «at the one phase, 


and in another phase the government should not borrow 
long because that Ls acting on interest rates 
“unnecessarily, It seems you should only borrow 

long when the market is turning, which is surely 

the wrong time to do it, I may be making a 
characature of this, and T am Sorry, because I 

do not mean to, 

COMMISSIONER GIBSON: What Z want 
to know is this, in paragraph 462 we have an 
implication -- it is not an implication, but a 
statement that monetary policy should not be used 
for short-term ends, to aid in the A eeitiealine or 
new issues, The sentence is: 

"In effect, both these techniques 

mean using monetary policy, which 

is designed to work over a period 

of months, for short-term ends,.." 
Can you really make such a distinction? I would 
like to see you develop this particular point. Some 
people think that debt management and monetary 
policy should work closely together, but this 
Suggests the recessity for differentiation between 
the two, 

DR. McLEOD: I think that should be 
answered by our people dealing specifically with 
debt management day-by-day. However, before , 
Stopping, I would like to make a suggestion, that 


the idea of co-ordination of policies does not mean 
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_ 


they all have to be pulling exactly in the same 


direction. if I may use a rather homely analogy, 


I think we are all familiar with the ropes on a 

tent that have certain tensions in various directions 
but it is a question of adjusting the tension that 
gives a co-ordinated and stable position, I think 
the debt management people should handle that question, 


MR, WADSWORTH: I just wonder again, 


a  - 


Mr. Gibson -- and I may not be in a position to 


a 


answer this -- your question ts as to debt nanageénént 

in the total picture, relating it to paragraph 462, 

You are referring to paragraph 462 in our brief? 
COMMISSIONER GIBSON: In the opening 

section of the brief you do not put much emphasis 

on debt management, but it is merely mentioned 

as another area of policy. 
MR. WADSWCRTH: Yes. 
COMMISSIONER GZBSON: In paragraph 462 

you seem to me to make it fairly clear that you 

feel that debt management and monetary policy ought 

to be pretty clearly separated. You say: 
"In effect, both these techniques 
mean using monetary policy, which 
is designed to work over a period 
of months, for short-term ends, eo." 

This is an interesting area, and it does not fit 


in with some of the other ideas we have had presented 


\ 


to us, 


MR, AVISON: Perhaps if I might speak 


to this point, I think Mr. Brown raised the same 
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point yesterday morning, I believe we were thinking 
in the preparation of that Section of the brief 
of the operation of the Security market itself rather 
‘than: the more general economic problem of 
the relationship of debt management to monetary 
policy. I think ‘that underlying our ideas in that 
sense were the various elements that create uncertainty] 
in the marketplace, interferences of one kind and 
another, 

There is a rather peculiar pattern 
that seems to take place around the time of new 
issues, which creates uncertainties in the inter- 
pretation of current monetary policy and your 
reaction to the new issues, I believe the under- 
lying philosophy we have here is that any distortion -- 
looking at it from the market end of the Spectrum 
rather than the economic end of it -- that gets 
into the marketplace tends to distort the marketplace 
and over a time may be worked out in the marketplace 
and may, in turn, create more sort of protracted 
dislocations than might otherwise be the case. I 
think it is in that context that this turned up in 
that section of the brief. 

COMMISSIONER GIBSON: There is one other 
area I ious like to explore with you. It has to 
do with how monetary policy works through the banking 
and interest rate System, and what its limitations 
are, You say quite a bit about its limitations, 
again in that opening section, particularly in 


times when the economy needs stimulation. You point 
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out it may not have very much effect in stimulating 
the economy when business expectations are not 
good, You point out you cannot expect monetary 
policy to act as a major stimulus in getting people 
into new areas, You say it is a blunt and in- 
precise implement. In other words, you do stress 
its limitations as a Stimulus, and you do not 
Say very mich about its effectiveness as a re- 
straining influence at times. 

What I would like to know a little 
more about is, in using your experience how do you 
see monetary policy working? It works through 
interest rates, through pre 6k difficulty in 
obtaining credit. Do you see higher interest 
rates -~- and I am thinking of the restraining side -- 
causing much postponement? Do you see business 
decisions being changed aes result of the difficulty 
of getting it? Do you see inventories being cut, 
and that sort of thing? 

Another aspect‘ of this is, what is 
affected first in a restraining policy? Is it 
the speculative things that are cut tok. first? Is 
it the municipalities? Is it term things, and 30 
on? Could you ataaeate a little more on the 
Way this works out? 

| DR. McLEOD: Lt think I can at least 
answer the een part of that group of questions, 
or get the answer going. I gather that perhaps 
you want to get the feeling of people who see 


this through the eyes of the operations of their 


credenon to97x8 sonnso voy to Intog woy, 4b 
‘stgoed anisteg at eulumivea totem 8 88 ten: ot yor. 


-ni bas tauld 8 et th yea woY = .BSSTs aa | 
q waette ob yoy .shaow sedto al . .dnemolqmt eatoang — a 
7 Jom ob soy fms .suivmite sas anottatiott, ast | 
<9% 6 8& agenevitvoelte. etl gwodas fomm YXOV) YBe 
| ,camit gs sonertiat getateste 
eissil s word ot etl, binow I tenw | 
; yoy ob wod sorelaegxe soy pater at .et duods etom 
: fgyordd elnow tL taniauow yoliog ytacemom 968 
nt ytiwoltitp Saree davords ,setst taeretalt 
gastedmat yetlgatd go2 woy of stibero amtntstdo 
| .. abte gntadentass one to pakiatat meTebas -+ 86d8e 
gsenteud ses yoy of  tinemettoqdeoq doum antevss 
} vtivolttLb ed? to ¢ipser s as begnedo anisd artotakost 
| tue gated asirotaaynat oon soy od Tir enivteg: ‘to 
| | tgatdt? to trom ted bee 
at tedw .et etdt to soegqas stensomaé 


thal ¢yotleg gaiiMitudeet a at Jerlt bedosTts 


et dart. seed duo eas teddy eantdt evidstvoags ent 
oa the  eigntrit mrss gi az sseleaeaeememamian i 
edt ao stom slitti 6 stazeds le woy bised — 
—— sxtow atid vse 
_ daeet de mao T untdt COsIOM ot ) 2 we 
.) eenoltaeup to quozgs dant to dq terlt eit rewens” 
aqsfizeg Jan? vortvag I .amtoa tewans ods tog: IC | 


i 


ae all a cn ye getlest ent tog ot okey 


Nethercut & Young - 8373 - 


Torente, Ontario 
customers, What you have said at the start does 
reflect our thinking. 

The common simile is that monetary 
policy is like a rope: it is very easy to hold 
things in with it; but you cannot push them out, 
I have sometimes used the analogy of the string 
of a kite, You have a kite flying fine in a 
strong wind, and cut the String and the kite 
does not go up but falls down, and the string on 
“the tension does have some function in’ holding 


the kite in a reasonable position in relation to 


the wind. But if the wind falls, the kite falls too, 
in terms of how it operates, at 
this theoretical level it seems to be primarily 
in terms of #suring a favourable climate of operations, 
So if there are activities that look to the business- 
man to be profitable coming forward, there will 
be a demand for money and you make sure it is 
available to him and at a rate of interest that 
is not going to shock him. I suppose we are 
thinking now, essentially, not of depressed times 
but at least relatively slack times, 
Mr. President, that is as far as I 
can carry this, and perhaps the people who deal with 
the customer across the desk might have something 
to say as to how they feel this affects the 
customer, I take it for granted you are satisfied 
we know how monetary policy operates between the 
Bank of Canada and the banks. We have had some 


all 


discussion in this field, and I suppose you are gett 
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at;. That is fine up to there, but what happens 
outside the bank's door? Is that it? 
COMME SSTONER GIBSON: That 1s right. 
MR.' WADSWORTH: I would add a comment 
to keep it moving along. I. would think the first 
effect, from a practical point of view, would be 


on the speculative type of operation that was 


requiring bank funds, This is as it relates through 
the bank, I. do not. think there is any question 
of that. As it began to take effect that would 
be the first area to be affected, I think as you 
go down further it’ may be a little harder to establish 
in just what order various effects Seuerdheve 
the picture, 
I think one of the next 

or near, the next. one would. be expansion in various 
lines of business of probably not as speculative 
a nature and not as essential a nature, but 
Still of a somewhat -essential nature which 
would require the use of men and materials in a 
period when men and materials were short, if that 
was one of the reasons behind the change in monetary 
policy. I think it would work down from that. 

COMMISSIONER GIBSON: You are thinking 
of the effect of bank lending policies on customers 
of banks. Would you care to say anything about 
the effect of higher interest rates that result 
from a tighter monetary policy in the capital 
market? Let me put it more specifically; When 


the central bank holds cash steady in a period of 
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expansion two things, or a variant of two things, 
can happen to the banking system, Either they 
can sell securities and other liquid assets for 
Quite a while and not greatly change their policy; 
or they can fairly soon Start to tighten up their 
monetary policy -~ and this would depend on the 
degree of LLGULOLUY, 

What I want your Opinion on is: Which 
has the most effect in restraining business 
decisions: or is there any difference? The effect 
of selling securities is initially rather rapidly 
to raise interest rates and this is transmitted 
through the capital market. The effect of 
restraining monetary policy has an effect on the 
Short term in particular, and some in the longer 
term too, and a much more gradual effect on interest 
rates, Can you conceive any great difference in 
effect the same amount of restraint has on the 
community, depending on whether it comes out in 
@ substantial sale of securities and a further 
increase in loans or a checking of loans right 
away? This is a very important point, and an 


Opinion on it would be very helpful. 
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MR. HACKETT: JI think we are into this 


matter of public expectation. 

COMMISSIONER GIBSON: Right. 

MR. HACKETT: And public. response. There is 
@ multiplicity of consequences that come into the 
picture. 

COMMISSIONER GIBSON: It is a rather 
complicated question and I do not pretend to know the 
answer. 

MR. HACKETT: One thing that was running 
through my mind while this discussion was going on 
was that on occasion there can be a curious sort of 
perverse reaction to monetary policy which arises out 
of public expectations. if, for example, an important 
Sector of the borrowing public béliéves a cycle has 
Started which means money is going to be tighter, that 
triggers a demand for loans that is somewhat apart 
from the actual necessities of the moment, and it gets 
to be almost an endeavour to pot up credit, That is 
one aspect of the matter there. I Suppose that is, 
Perhaps, part of the broader principle that would 
Suggest itself here, that as the public gets more 
Sophisticated and as every man becomes his own economist 


éimost, the reaction in these things tends te speed up. 
I think that probably has been the case in comparing, 


eo te TOL r- 


Say, the reactions ‘6f 1°59 44 5)* 
Just one more thought -- and I do not think 

this is in any way a conclusive answer to the questions 

you have raised: I think that in the final analysis 


the greater bite, as it were, proceeds from the 


availability of money rather than the or ing money. 
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COMMISSIONER GIBSON: Bank credit or money 
in general? 

MR, HACKETT: Money in general, including 
bank credit. After all, in the case of a corporation 
half the added costs of the higher interest rate is 
largely absorbed in the tax rate. The fact the banks 
are selling securities creates problems for: the banks, 
but the problems for the borrower, as long as he gets 
his money, are indirect. His money may cost him more, 
but he still gets it. But when the process proceeds 
to a point where money is harder to get, no matter 
what the price, I think the bite then is considerably 
more severe and more effective. 

COMMISSIONER GIBSON: Do you think availabili y 
is rather more important than cost? 

MR. HACKETT: Yes, I do. 

COMMISSIONER GIBSON: Though cost and 
avatlability are pretty hard to separate, because 
as interest rates go up people are less inclined to 
pay higher rates and the whole structure tends to gO 
up and not just the high quality rates. 

MR. HACKETT: I do not think we can 
compartmentalize these things. But, surely, despite 
costs the availability of money is still rising. The 
banks may be selling securities in order to make loans, 
and by hypothesis loans are still rising and, therefore, 
an additional demand is being met, but when that process 
ceases loans cease to expand and, surely, at that point 
the bité in terms of effect on the would-be borrower 


becomes a little more effective. 
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COMMISSIONER GIBSON: In this process of 
selling securities, somebody else has to buy those 
securities and find the funds. 

MR. HACKETT: That is true. 

COMMISSIONER GIBSON: This puts pressure 
on the market, it affects the interest rate structure, 


the general level of the rate that other people have to 


charge for interest, and so on. It is a very complicate 
and long process. However, you suggest that the bank's 
lending availability is more important than the interest 
rate effect. 

MR. HACKETT: In answer to your question, sir, 
Iam trying to put myself inside the skin of 4 borrower. 
I would think from a practical point of view that the 
really important thing is, do I get my money or don't 
I? The cost of that money may be secondary, particularl 
if I am a tax-paying corporation. 

COMMISSIONER GIBSON: But I don't think it 
is quite as simple as that. If the bank doesn't give 
the man the money, he tries to get it somewhere else. 
He would find it easier to get the funds if the bank 
had been selling securities. The two things affect 
the same channels. 

MR. HACKETT: That 13 an added complication, 
and it is not a simple equation such as A nee or 
A minus B. 

MR. WADSWORTH: There is a further complicatio 
-andinthis I am Speaking about borrowing, the reason 
for the borrowing, what the borrower expects to earn 


from it, and the term for which he is borrowing. There 
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ane certain areas where probably a higher rate for a 
short-term would not have the same affect as a high 
rate for a long-term. 

‘COMMISSIONER GIBSON: And, of course, the 
long term interest rate structure is particularly 
affected if the bans securities sales are heavy. 

MR. WADSWORTH: Yes. 

COMMISSIONER GIBSON: I am only suggesting 
that they apply to another segment of the whole. 


MR. WADSWORTH Yes. 


COMMISSIONER MACKINTOSH: It seems to me 


that in this argument about availability and interest 
rate, there are usually a number of implicit acenmpticas 
When you say the money is not available, that is not an. 
inference; that take biciusive. 

MR. HACKETT: That was the point I was trying, 
to make. 

COMMISSIONER MACKINTOSH: If the interest 
rate goes up - if you could pay a half per cent more 
and get away with it, why not pay three-quarters per 
cent or more? That is not conclusive in the same 
Sense. I question whether the availability of money 
can be defined as precisely as is implied in most of 
these statements. If 1t 1s not available in one place 
or in one waeeas under certain conditions it is 
available elsewhere, and pieces can be put together. 

I don't think availability is quite as élastic as it 
would appear in these arguments. Probably the reason 
it is available is because somebody else won't pay the 


high interest rate, and therefore leaves it for someone 


a adi oes 


- 


a re . 


~ 
| g¢ mod eden tedgid 6 yidedorq Srsiw esste ateti99 
vee. 
dgtd 6 ec tostts emee end eved Jom bivow mrst-oa 


\mred-gaol 6 10) ote 
: a | 
_ 


: wd 
| ed? .saxsoo Yo ybmA | :MORAID AAMOTRATMMOD 
| 
| qiveivortrs¢ et siutouite 9367 sasyotat mot gaol 


| raed eis eeise abitiivosa eliaed edt tt betoetts 
fg _aoY > :HTAOWAQAW GAM rome eel 
|. gnteeeggse ylno' ms I :MORdID BAMOTESIMMOD ©) HET eAP 


_afonw edt to tuemyse redtone of yiqqs yous tent 
; .eeY  HTSOWSUAW VAM > oor 


meer 


. em of amooe II ;HEOTUTAOAM ARMOIaSIMMOD © ee 
(|) teeretat bas ysiitdsiteve tvods dnemugre atdt at tedd 
Lanosiquusaes ¢totiqmi: to sodmun 6 eiiswag ems stadt . Stet 
q | 
|, me dom af ged? .sideltevs Jom ef yerom odd yse voy aedwW 
7 
lextwad anw I datoq edt. cew tedT <TTHAQAH AM 


i 


sviteplonos at tacit :sonsvTe tal 


euem ot 
teaxstat odd 21 sH2OTHIAOAM PMIMOT 2ZIMMOD 
exon tuao toq Wed s ysq bluoo woy I - qu 2e0R ete 
a oq atetrsup-9e rds yeq Fou vcr al ddiw yews tog dae 
| _somee sid at evtewlomes tom at sect Setom 10 $099 
yotos to ywWilidelteve edt sodseddw notsaeup Io jeenes 


%9 veom at betiqm! et ac ylealostg &6 beatteb sd m6. 


eopigq no at efdefieve fom el $f 1 satasmetsse seedd 

et gt ones ated190 tebaw ,ooetgq eao at 
: redtogot tug eu a69 seostg bas ,ersdweels eldette 
i lp as ondasie ag e#2up at ytiiidalteve amtdt s'aob 


eit bas .eset F 


Nethercut & Young = 8380 hes 


Toronto, Ontario 


else who is looking for credit. 

MR. HACKETT: I would agree, Dr. Mackintosh, 
that money tends to come out of odd corners at times 
of monetary stringencies. If I might suggest an analogy 
with which you are very familiar: those of us who 
had anything to do with rationing of commodities during 
the war, evolved a sort of principle that when any \ 
commodity is rationed you can be sure that theiteeai 
available supply will be used. 

COMMISSIONER MACKINTOSH: And if you start 
in industry you soon discover the most amazing bits of 
information as to where a commodity is used, 

MR. HACKETT: Precisely. | 

THE CHAIRMAN: Gentlemen, that concludes the 
discussion. | 

MR. WADSWORTH: Mr. Chairmen, there was one 
other point that we thought urieatt eons up in the 
discussion this afternoon, phatharion we might put on 
record now. | 


We Hope there is no misunderstanding on this 


question of earnings from a banking operations point 
of view, on investments, or loans. There is no question} 
in our minds, bearing in mind the type of operation 

we are in - and I am not.trying to make a speech 4s to 
our responsibilities, though we believe we can produce 
figures to substantiate this - — rate of earnings, 

Our yield on loans, is more important to the bank than 


our earnings or rate of return on investments, having 


oe = & & 2. S 


in mind that investments must play a complémentary 


Part to the other operation. 
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MR. MULHOLLAND: Mr. Chairman, may I at this 
point, and with your permission, express to you and 
the other members of the Commission the appreciation 
of this group for the patient and understanding attitude 
you have shown to the answers we have endeavoured to 
give you. This has been a team effort, and I hope that 
you will find that the contributions made by the group 
will be useful to you in your future deliberations. 

THE CHAIRMAN: I can assure you, Mr. 
Mulholland, that the contribution made by the Canadian 
Bankers Association is invaluable to us. We have learne 
a great deal - that is, those of us: who are not bankers. 


We are very much impressed with your written Submission 


and also your contributions during the discussion. 


As you know we are faced with many problems 
and conflic® of interests, and some rather knotty 
problems. I believe I can speak for all members of 
the Commission in saying that when we face the prospect 
of coming to some decisions our work will be much 
easier as a result of the help and assistance you have 
Given over the past three days. 
| MR. MULHOLLAND: Thank you very much. 

THE CHAIRMAN: We will adjourn now until 
tomorrow morning at 9:15 when we will hear submissions 


from Mr. McLaughlin, Mr. Hart, and Mr. McKinnon. \ 


--- Adjournment. 
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SUMMARY AND RECOMMENDATIONS 


INTRODUCTION 


a+. The chartered banks of Canada wish to commend 


the members of the Royal Commission for undertaking the 
| Onerous duties of this most important enquiry and to 

: -exprees the hope that their efforts will result in 

‘| measures of lasting benefit to Canada as a whole. For 

their part the banks have given their full co-operation 
4 in furthering the study in which you are engaged, and 

"| nope in presenting the brief which follows that the facts 

.|/ 4nd opinions set out will be of material assistance in 

“| your Eeattbeka tiche’: The brief does not pretend to offer 

“| definitive answers to all the questions it Hai seee be - 

“| cause these matters carry well into areag where value 

"| judgments must be made between alternative objectives 

- where it would be neither poggsible nor desirable for 

| the chartered banks as a whole to speak with one voice. 

Bticweve, any specific proposal that is advanced in this 

| brief has the support of the banks generally. 

| . The brief beging with an outline of the 

| chartered banke' views about the general framework of 

| mone tary and fiscal policies, and about the overall fi- 

| nanctaa framework within which the banks must operate. 

| Next comes a description of the principal operations of 

the chartered banks, which covers bank cash reserves, 

investments, loane. deposits, earnings, capitalization, 

related topics. After that there is a discuseion of 

broader financial topics, including competition amor 

anks, competition with other institutions, interes” rate 


Policies, and certain central-bank control technique 
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The recommendations the chartered bankg wish to make are 
included in the course of the presentation ag they arise 


naturally out of the discussion, 


THE ROLE OF FINANCIAL ORGANIZATIONS 
LUND 


Policy Objectives 


oH The most generally accepted economic ob- 
jectives are full employment, stable domestic prices, 
healthy economic growth, and a sound and dependable re- 
lationship between the domestic economy and the world 


economy of which it is a part. In pursuance of these 


Objectives it may be taken ag a general principle that 


“a 
the methods used should be those of the normal price and 


market mechanism as far ag possible, or at least should 
be compatible with the effective operation of that 
mechanism, 

4, However, it is also generally recognized that 
the attainment of these various objectives may at times 
interfere with one another. Where a choice hase to be 


made between conflicting or partly conflicting objectives 


it is proper in these situations for the choice to be 
made by the Government, as the responsible elected repre- 
Sentatives of the Canadian people. 

Ds Monetary policy and fiscal policy are generally 
thought of as the two main instruments available to the 
@uthorities for pursuing the major economic objectives 
described above, When properly used they are compatible 


with the price and market mechanism; indeed. smooiniy 


ope ret ing financial markets are important to the opti- 


Mum effectiveness of both monetary policy and fis 
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policy. 


Other Policy Instruments 


Dis It is quite possible that there ig too much 
concentration on monetary and fiscal policies, as if they 
were the only means of promoting the desirable economic 
objectives discussed earlier. In point of fact, there 
is a wide range of additional measures that can be em- 
ployed to good effect, for example, public debt manage- 
ment, taxation policy, commercial, tariff, and exchange 
rate policies, and measures to encourage increased pro- 
ductivity. However, this brief must be concerned prima~ 


rily with monetary matters. 


The Role of Finance 

f. One of the major functions of the financial 
System is to mediate between thoge who do not wish or 
are not able to invest their Savings directly in physi- 
cal assets and those who draw on the savings of otherg 
to supplement their own resources. A Substantial portion 
of this mediation takes place through the arrangement of 
loang or the purchase and gale of securities between 
Principals, either in direct negotiation or in trana- 
actions through investment dealers and brokers on organ- 
ized or over-the-counter markets; it may involve the 
issue of new securities or loan contracts or other types 
of financial claims, or trade in existing claims. An- 
Other major portion takes place through various fi- 
Mancial institutions, such ae banks, trust companies, 
Mortgage loan companies, credit unions, insurances 


companies, finance companies, gmall loan companies 
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factoring companies, and others, which receive funds 
from one group and lend to another and accordingly may 
be described as financial intermediaries. 

8, The importance of effective financial 
organization is implicit in the Ree to maintain a 
balance between the community's investment demands and 
the flow of savings it tends to generate when all its 
resources are fully employed. Any tendency to imbalance 
in this relationship will make itself felt in financial 
terms, and so must any measures taken to correct such 
a tendency. Both monetary and fiscal policies operate 
by influencing one side or the other of this relation- 
Ship as reflected in the Supply of and the demand for 
financial claimg. Sound and responsive financial inati- 
Cutions and financial markets are thus essential to the 
use of these policies for promoting Canada's major eco- 
nomic objectives, 

9. Until fairly recent years it was generally 
held that banks were categorically different from other 
financial institutions in that the former could "create" 
Credit whereas the latter could only re-lend funds en- 
trusted to them. Even today there are those who maintain 
this position. However, an increasingly influential body 
of opinion now holds that credit "creation" ig not pe- 
Cullar to the banking System, but occurs in basically 
the same form in various parts of the financial 
Structure. The @mphasig ig placed on the general liqui- 
dity of the economy, not on the quantity of money alone, 
Tt is argued that the total resources available to ine 


Capital market and to all financial institutions ¢ \hined 
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is determined by the iaying aside of financial savings 
out of income, and that the allocation of these re- 
sources to banks and to other financial inetitutione is 
determined by the free choice of savers in deciding how 
to employ their savings. The distinction between banks 
and other financial institutions lies not in any mysteri- 
ously different gource of resources but in the ready 
acceptability of bank deposits by spenders and savers ze 
alike; bank deposits are a particularly attractive none 
of liquid asset because they are a means of paument and 
hence are useful not only as a savings vehicle (liquidity 
motive) but also as working balances (transactions 
motive). , 

10, It is of course technically true that the 
Canadian banking system can expand its assets (in the 
form of loans or investments) and its liabilities (in 
the form of deposits) within limits fixed by the amount 
of cash reserves the Bank of Canada allows them. How- 
ever, the banks themselves cannot determine these limits. 
It is entirely within the power of the nat ional aeadeans 
authorities to decide what level of bank deposits ig 
appropriate. : 

ca ies The sbierz. of the authorities in using mone- 
tary and fiscal policies must be to maintain a balance 
between the economy's investment demands and its rate of 
, Saving at optimum levels of income, taking account of the 
limitations of these policies themselves. This means 
Maintaining the smooth flow of the spending stream as a 
Whole, From this point of view it makes no difference 


Whether a loan-financed expenditure is made posgivls by 
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the expansion of the money supply (quant ity of money) or 
by more intensive use of the existing money supply 
(velocity of circulation), for both affect the spend ing 
stream, It is clear therefore that the authorities 
Should be concerned with all forms of credit, including 
that granted by other financial intermediaries ag well 
as by banks and including that obtained through the 
money and capital markets, 

Lee, The type of lending ieee carried on by 
the various financial intermediaries Should not be 
determined by arbitrary rules, but Should be left to 
the play of market forces and natural PpeCis laser ton. 
Institutions with long-term contracts predominat ing 
among their liabilities, Such as life insurance companies 
and pension funds, may be expected to geek relatively 
long-term outlets for their funds, including bonds and 
mortgages, though of course they will need some shorter- 
term and therefore more liquid assets as well in order to 
allow for unexpected variations in their cash flows. 
Institutions that are designed to provide specialized 
forme of credit, on the other hand, such ag Heke and 
factoring companies, etc., may try to raise funds through 
Contracts with maturities more or less comparable to 
their loan contracts. In general, however, there is no 
Compelling reason for having precisely matching maturi- 
ties in the borrowing and lending contracts of the same 
institution, provided a liquid reserve ig maintained that 
is adequate to the risks involved and provided also that 
the asset "mix" is appropriate to the fundamental nature 


Of the business. 
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ats In the case of banks it was formerly 
thought necessary that they should confine their loans 
and investments to short-dateg maturities, because their 
obligations are repayable on demand. Nowadays, however, 
it is recognized that it is feasible for them to putia 
limited portion of their funds into longer-dated loans 
and investments. Nevertheless it remains true that the 
first priority in bank lending must still be given te 
short-term business borrowing for working capital 
purposes, because the banking system in Canada, as in 
most other parts of the world, developed in response to 
these needs and there appears to br no other source 
Similarly qualified to provide, administer and Supervise 


this type of loan. 


The Role of the Banking System 


14, Banks are clearly financial intermediaries, 
and clearly have a special role to play in: the funetion= 
ing of the financial system. However, while “a bank" in 
popular understanding is a specific and readily identi- 
fiable type of institution, it is not easy to find a 
Satisfactory definition -- a problem that ig by no meang 
Peculiar to Canada. The Bank Act gets around the dif- 
Fieulty by defining a bank as “a bank to which thig Act 


BPplies™ (s. 2), i.e. "each bank enumerated in Schedule 


A™ (s, 4), but that leaves the real question unanswered. 


Me It seems impossible to define banking in a 
Way that meets universal acceptance. In what follows, 
Unless otherwige indicated by the context, the word “bank” 


Will pe Synonymous with “chartered bank" and will be useq 
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in the sense in which it is defined in the Bank Act. 
16. Just as one of the recognized key functions 
of a central bank is that of lender of last resort for 
the commercial banking system, so the commercial banks 
in turn perform a similar function for other financial 
intermediaries, though this is probably less well under- 
evood. These institutions typically carry working 
balances with the banks, just as other businesses dor. 
They also customarily maintain lines of eredit: with 
their banks,-whereby they are able to borrow on ghort 
notice within agreed limits. In this way they are able 
to operate with minimum working balances and yet with 
reasonable assurance of being able to meet any un- 
expected demand for funds. The liquidity of the entire 


financial structure thus depends largely on the ligqui- 


dity of the banks. 


chy ga Modern views of the respective rules of 
banks and other institutions within the financial 
Structure differ Substantially from those of even a 
Seneration ago, and indeed one of the most important 
tasks before the Royal Commission may be that of putting 
these relationships in better Perspective. «<Withour 
treapassing on the ultimate findings of the Commission 
in this respect, however, it may be said that the 
present-day questioning of older ideag in this field does 
not detract from the key role of the banking system in 
maintaining a balance between the Saving and investment 
d€cisiongs of the community. When business ig slack the 
almost universal acceptability of bank deposits by 


&penders and savers alike assures the community < 
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whatever degree of liquidity may be necessary to sustain 
business operations. In times of inflat tonary boom the 
dependence of a community on money as the means of 
effecting transactions offers the byucnacy! Ae & power- 
ful and flexible weapon for keeping the volume of Spend- 
ing in line with the physical volume of g00ds and ser- 
vices Beconins available, 

cba For their part Canadian banks from earliest 
days have recognized the need to co-operate with of- 
ficial financial policies’ in the. public interest. They 
recognize this need no less now, because of the key 
position of the banking system in carrying out such 
policies in promoting economic Stability. 

ale m It is therefore submitted that the public 
interest is served by the existence of a strong banking 
System. A bank is more than a repository of deposits 
On the one hand, and a medium for making loans and: in- 
vestments on the other. The fact that the deposits en- 
trusted to the chartered banks are the banks’ liabilities 
to the public is an account ing tuutan but its real 
Significance tends to be overlooked or taken for granted, 
Not since 1923' has ghere been a bank failure in Canada. 
Thus, for a generation, no Canadian has lost a night's 


Sleei worrying about the safety of hig “money in the 


bank", Indeed, the Canadian banking system enjoys a 
World-wide reputation for soundness and stability, and 
this in itself has been a factor of no gmall significance 


in the nation'a economic development. 
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: THE OFSRATIONS OF THE CHARTERED BANKS 
Ee D BANKS: 
2 
g es 
3 Reserv : 
4 20. The pivot around which monetary control of 


the banking system revolves is the cash position of the 
chartered banks. The requirements of each bank in re- 
Spect of the management of ite own cash position provide 
the basis for central-bank regulation of the banking 
System as a whole. For any one bank, managing the cash 
position is a matter of keeping the cash on hand ad- 
justed to the needs and wants of the bank for cash to 
hold. When the cash on hand exceeds what is required, 
taking into account everything that influences a bank to 
hold cash, the bank sets cut to exchange the excesa cagh 
for earning assets, thus expending its holdings cf earn- 
ing assets and algo possibly its deposits, Similarly, 
when a bank concludes that it has too little cash re- 
lative to its requirements it sets out to acquire cash 
by disposing of earning assets, thus tending to contract 
‘ts holdings of earning assets and algo its deposits. 


Thus, whether at any moment of time the banking system 


Will be tending to expand or contract its earning assets 
and ite eaeont te , depends on the combined cash position 
of all the banks. For example, if the combined caah on 
hand exceeds the combined requirements of all the banks, 
the system will be trying to expand. Hence monetary 
Control, in the Sense of inducing the banking system to 
Xpand or contract, is a matter of the central bank alter- 
ing the Supply of cash to the banks relative to their 


€quirementa for cash, 


: ; yey + re vO Ve 
: os 
—— ~ ae: ~ * 


iy ‘Pomdirvtes! sect metcat duthw Bevete gowse' 
‘ Be) : ay | im’ eye 
ad}. he. wortiaed igen, ait 2 en aie h oa! pat 


a | & he ‘aus sd Dba 
| oe “I aed dues 20 einmustoged aunt | i 


awo ept te inom egarae add 


a4 


éetyorq oulti soq 1660 


stich edd "te a0: FELUge nada feria 0% 


laws (ls ged Gere gained She wes <o8 « SLOW a 


| aah ey : - 
neen te z077 me a st noted 
J 


" ? maf ‘ hi 
oe Una oo (BER Sit yaag é; 
7 > 


‘co SUqcaw one shen: ae oo}: 2 


viaws 


wr 2SeoxX , sar wp ese ane cn ‘4 


ahi ATetere FANG OO “oa 


! > 6h! i.’ PB< +s “Js a : X 
ao 
; wy 
T eee ns a) & 9 ee ied en ; 
Mh Be 245 ree ee es « é rh 
A I ‘ fa. GQ 2 ] ee ,a7 68S ails ; 
| = ~ 7 g “4 . 


rw 
b= 
& 
ad 
ce 
o 
dh 
& 
io 
ck 
~w 


J i. + ] _ 
the i vi Qed sepulomos vad A 


jg) sicamactapes et. ov 


jean B@rai fj- ‘ +7 &@ 
oA 
Ts mes gitinvned “Io Batee 
n ( J i = 
sD ; f > 5 TH: rise °%0 sans She 
i i! * ; 
+ ol Sa toeece wna Fe ree 
~ - ~ 5A ¢) 2 ft Ts So oe ahs Ene 
Dad¥ i 3 éh- 2 ve e De = ia 
€ fi . 
Nig iit) J ers aperey ob anecghe 
oy ~~  sfyeexno tot , euizd ai @ 
f 1 ta ; ‘ * ‘ * . ~ 
5 tanueniuger haaigmeo atv? sD 
i 2 a 71> . ; 
(ot gai chu ell 
wrt * ee hae Va aie pe | .a ai EL ¢ - 
SAacay z Puss és, 5 shag, Af & \ . a 
i 4, 7 
er i+ oe Pawel senpas ed7 ah 
; madeyve av aha & of. P Bit ree 
t ‘a gran. itt in abften a 82 _ise77000 
: 


balk s7 B | ae a: : nfi5Se a3 ue neeb 29 hb 
os Zz _ oe 


6 


bp, 2), 2 - 


Nethercut & Young halo 


Toronto, Ontario 


Ente The present method of fixing the reserve 
Meivetients in advance for the next reserve period hag 
been criticized on a number of grounde.: It hag been 
‘pointed out that changes -in the reserve base, and so ‘in 
Seeiaivements,' may at times be quite abrupt, requiring 
Similarly abrupt intervention by the central bank if it 
wishes to maintain the same degree of ease or tightness 
Por reserves, It is also ate ee that the present 
method does not cause requirements to change fast enough 
when all banks are expanding Simultaneously. In any 
one month the banks could expand in step and would face 
no restraint from a rise in requirements until the fol- 
lowing month. It is asserted that tying bank reserve 
requirements to the latest deposit figures would make 
monetary policy more effective becauge any ‘Increase. in 
deposits would bring an immediate deficiency in the cash 
position, and the banks would reast as if the central 
bank had taken cash away from them, 

ee. As the requirements stand at present, how- 
ever, the central bank can readily counter any unwanted 
expansion or contraction almost immediately by open= 
market sales or purchases of gecurities. If for example 
there is an expansion because the banks are adding to 
their holdings of marketable securities the central bank 
Could offset it by selling securities. If on the other 
hand the banks are adding to their loans the effects will 
now show up in the open market, at least not immediately, 
but in the deposit liabilities of the banking system, 
Tf the central bank sees deposits rising when it woul: 


Prefer them not to rise, it can withdraw cash fror 
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_ bank ing System to counter the expansion,’ 

| 23, ’ Whether an automatic change in the cash 
position, caused by a rise in requirements, ig to be 
preferred over a discretionary cash change, ey) oe 
the Bas bank selling securities when it sees bank 
deposits rising, depends primarily on whether the auto- 
matic cash change would occur faster than the dig- 
cretionary change. If the central bank did not receive 
deposit figures until much later than do the individual 
chartered banks, there would clearly be merit in favour- 
ing automatic cash changes. Under Canadian conditions 
however deposit figures are available to the central 
bank almost as goon as they are. to. therdndi vidual 
chartered banks. 

24. Rigen criticism of the present formula for 
setting reserve requirements ig the length of the 
averaging period, i.e. a calender month, which is al- 
leged to cause the banks to be Sluggish in response to 
their daily cash position. Rapidity of response, how- 
ever, also depends on the instruments available for aq- 
justing bank cagh and on the volume of transactions that 
the market in those instruments can handle. The shorter 
the reserve periog the better the market has to be and 
the greater the variety of instruments required. A 
Shorter ee would make it more difficult for a bank 
to carry Out its cash adjustment transactions in the 
money market. On the selling side it would have to 
bunch its transactions more, and on the buying side it 
might have to forego some transactions because of limi- 


tations, In other words, shortening the reserve e«rtod 
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does not necessarily lead to faster responses, 

oo. If the averaging period were shortened, 
however, the present restrictions on chartered bank 
borrowing from the Rank of akeae should be eased; and 
indeed these restrictions merit review in any case, Gv 
is now the practice for the Bank of Canada to make ad- 
ee against the hypothecation of suitable Securities, 
and advances to each bank are normally limiteg toa 
Pe eeiried amount somewhat resembling an established line 
of credit; thege limits have not been changed in many 
years Peewithetanaing the. substantial increase in banks! 
assets and liabilities. Each advance or renewal of an 
advance is made for a fixed. period. of seven days. The 
first advance in any calendar month up to the specified 
amount bears interest at the Bank Rate. However, a 
Second advance to the same bank in any calendar month, 
or a renewal of an advance, or an advance in excess of 
the specified amount, bears interest at some unspecified 
higher rate and ig subject to negotiation. These Limi- 
tations interfere with the traditional role of the central 
bank as lender of last resort. Moreover, a "Bank of 
Canada Funds" market would probably be a prerequisite 
for overcoming the difficulties that would ensue. A 
"Bank of Canada Funds" market, in which banks siding sell 
their excess cash with the Bank of Canada to banks in 
need of cash, could be introduced, as in the New York 
money market where there is active trading in “Federal 
Funds", Whether such a market should be introduced even 
Under the present method of calculating reserve require- 


ments depends on the ultimate effect it would have on the 
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money market. We are not opposed to such an innovation, 
but we believe that it would inhibit the development of 
the money market. 

26. On balance we consider the advantages of 


£y 


fixing the cash reserve requirements in advance and aver= §. 
aging reserves over a calgndar month outweigh the-dis- 
advantages. We ee aiee that in the public interest 
bank credit policies must conform to the requirements 

of monetary policy with reasonable promptness, but we 
feel that any proposed change should be clearly justified 
in advance, especially if it would add to the burdens 
that are imposed on the chartered banks and only on the 


chartered banks, 


aN If reserve requirements are imposed on banks 
Only, however, it is important for monetary control that 
they be not set too high. Reserve requirements imposed 
Solely on the banks place the vanks aS @ cost dis- 
advantage relative to non-bank competitors, which of 
Course encourages the growth of these competitors rela- 


tive to the banks. Ags a result, the central bank has 


to restrict the size of the banking system to compensate 
for this additional growth in non-banks, and the effect 
is that the control base on which the central bank must 
act becomes smaller relative to the total financial 
System with the passage of time. In other words, reserve 
| Tequirements applied to banks alone should be no higher 
than necessary so that the efficiency of monetary policy 


| Will be preserved. 
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Tivestments 

28. One of the primary functions of a chartered 
bank is to make loans. It follows that bank investment 
activittes are normally subsidiary to bank lending 
activities. Since loans vary as a result of seasonal, 
cyclical, and irregular influences, a chartered bank must 
be able to adjust other earning assets up and down fairly 
readily in order to accommodate its borrowing customers; 
the investment portfé@lio permits this to be done while 
employ ing the residual funds” proritabiy .- "On the deposit 
Side, although the total deposits of an individual bank « 
tend to remain relatively stable in relation to the 
banking system, the cash position can be sharply affected wn, 
over short periods of time through temporary gaing or 
losses in the net clearing of funds among the banks. In 
order to meet any conceivable cash withdrawal, large or 
small, on demand and without the slightest qualifications 
as to its immediate availability, a bank must have 
readily realizable investment assets in addition to cash 


itself, 


29. Another reason for an investment portfolio is 
to give a balanced structure to the bank's agsets , which 
is important for a flexible bank lending policy and for 
maintaining the confidence of the general public and of 
Customers at home and abroad. The weight of risk assets 
must be balanced by a proportion of relatively riskless 
&ssets, such ag Nearer: of the Government of Canada. 

Su. In the maintenance of their investment port- 
folios the banks do from time to time participate in the 


‘aula 


financing of federal, provincial, and municipal governmental, 
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and to a lesser extent of corporations. “Ags national 
savings institutions, Pooks ace Share in the task of 
providing funds for the financing of both current and 
short-term capital requirements ‘of all three Teas te: 
government. The federal budget is one of the most 
Significant factors affecting the size and nature of 
chartered bank investment portfolios. During the Second 
World War huge budget deficits were financed in part by 
the chartered banks. In. the first seven years after 
the war some federal debt was retired, and the .growth 
of the economy brought other potential lenders into the 
market, so that bank holdings of Pe ae bonds were 
reduced. Since the mid-fifties, the re-appearance of 
sizeable fouei inert deficits accompanied by more active 
monetary policies has led to a greater variability in 
bank holdings of Government securities. 

ley Generally, the further away from cash an 
investment is, the higher the rate of interest it earns. 
Hence the management of a bank's investment portfolio 
usually consists of steering a judicious course between 
low-yielding “near-cash" assetg and higher-yielding 
less-liquid assets. The most eagily realizable assets 
are day-to-day loans, and Treasury. bills lseued by the 
Government of Canada, followed by short-term Government 
Of Canada bonds. Ranked behind these assets, in terms 
Of liquidity, are medium-term Canada's and provincial 
short—tenan Pion longer-term Canada's and provincial 
bonds, municipal and corporate securities, mortgages, and 
Other assets, but not necessarily in that precise order. 


a2. Short-run fluctuations in bank deposits and 
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loans are met primarily by increases or decreases in 
"secondary reserves" -- day-to-day loans and Treasury 
bills. Longer-term movements in security holdings are 
likely to be related to cyclical influences. An upsurge 
of business generally brings with it a rise in bug inegs 
inventories, an expansion of working capital require- 
ments, and @ general drain on the liquid assets of bank 
customers which causes them to employ more fully their 
existing lines of credit at the banks or to seek larger 
lines. The use of monetary restraint in recent periods 
of strong business activity has meant that at such times 
the chartered banks have been able to meet increasing 
customer demands for loans only by selling securities: 
The process of liquidating securities when the money 
Supply had not been permitted to increase waz a factor 
ina fall in bond prices and a rise in interest rates 
Which spread from short-term securities into medium- 
term and longer-term bonds. 

33% When business ig deteriorating, the demand 
for bank credit and competing forms of credit by the 
private sector of the economy: tends to decline. >In 
recent years the federal government has employed the 
counter-cyclical device of deficit financing and called 
upon the banks, directly or indirectly, to take up size- 
able new issues of securities, aenniee with the support 
of the central bank, which has provided the banks with 
fulficient reserves to support large-scale buying. Easy 
monetary conditions imply relatively low rates of interest 
fo that the banks have often found themselves buying 


Donde at high prices, knowing that later on they might 
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have to sell at lower prices in order to accommodate 
their customers when conditions changed and money became 
tight. The only way out of this dilemma has been to 
“hold a substantial volume of-securities maturing within 
a short time. Of course this means sacrificing yield 
for liquidity,-so that because of ae key role in 
implementing monetary policy the banks ag investors are 
at a disadvantage relative to other institutions. 
Experience since the mid-fifties shows that the banks 
have learned eee given massive Government counter- 
cyclical fiscal policies and widely aac hae monetary 
conditions, their investment portfolios must be shorter 
than was the case formerly, and that more thought has to 
be given to anticipating changes in business conditions. 
3h, How far can the process of selling Securitas 
g0 before a bank feels that its Liquidity cisvat sa otind= 
mum level? This depends on several factors, ace are: 
the extent of the rise in ylelds ang the concurrent fall 
in Bes and hence the cost of liquidating securities, 
the anticipated borrowing needs of customers, the size 
of the portfolio of securities and the speed with which 
it is being reduced, the attitude of the monetary authori- 
tiles, and finally expectations regarding all these factors 
Experience in the two periods of extreme monetary tight- 
hess which occurred in the 1950's suggests that although 
Standards in this respect may change from time to time 
the banks! portfolios of Government securities at any 
Given period are reducible only within limits, beyond 
Which the banks regard them as essential to the general 


Safety of deposits. 
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£355 Bank lending poltey is formulated by the 
management of each bank, taking a ee market 
conditions, general economic trends, and changes in 
monetary policy. Lending policy may be revised, for 
example, if weakness appears to be de veloping ina 
particular industry. Policy changes of this kind re- 
flect the continuous assessment of credit risks which 
is a part of the process of banking. In addition, how- 
ever, as the business cycle moves from one stage to an- 
other, changes in official monetary policy will produce 
Be spond ius changes in the lending policy of the 
chartered banks. If ce process is to work 
smoothly it is necessary that ‘official policies be ade- 
quately signalled and clearly understood. 

36% Bank lending policy is applied by issuing 
instructions to credit supervisors at the head office, 
to the various regional offices, and to branch managers 
across the country. In this connection it may be noted 
that the period since 1955 has been the first fora 
generation in which the eee system has had to adjust 
to @ changing monetary policy. Moreover, on occasion 
the somewhat obscure nature of monetary policies ve 
made it difficult to determine appropriate lending 
Policies, 

ie Other practical problems in adjusting lend- 
ing policies ta changing economic conditons arise because 
| of the difficulty of assessing the meaning of changes 


| 4m the demang for bank loans in relation to the business 


} Cycle: bank loans may rige because business is 
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improving, or because inventories are being acquired 
ahead of a real improvement in buginegs, or because 
‘sales are falling off and stocks are building up in- 
voluntarily. Another problem is that adjustments in bank 
lending policies, apart from changes in interest rates, 
take effect primarily through alterations in lines of 
credit, and thus take some time to have their full ef- 
fect; it is not possible to review all existing loan 
commitments at once, and it is difficult for the banks’ 
to anticipate the take-up of unused lines of credit. 

More generally there are difficulties in restraining 
lending because of the natural tendency of commercial 
bankers to make dee teica vs whenever pogsgible. The train- 
ing of branch managers is, after all, aimed at the 
development of officers who can seek out lending op- 
portunities and make goog loans, and the advancement 

of these Be ile steetlde pe nde to a significant degree on 
their ability tn making loans. 

38. It should be remembered that the Canadian 
branch banking system has an important degree of built- 
in flexibility, because behind each branch stand the 
mesources of a large nation-wide institution. This 
means that, subject to the general availability of funds, 
each borrower may be dealt with on his own merits without 
being limited by the position of his local bank branch. 

39. The allocation of credit in periods of 
monetary restraint has become increasingly difficult 
Since the mid-fifties because the general structure of 
interest rates in the economy has been relatively high 


@nd the prime loan rate has been driven very close to 
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the ceiling. The banks have been forced into a rigid 
pattern of tates under which almost all borrowers pay 
Bratitbe Same rate on loans and the banks are unable to 
use flexible rates as one of the methods of allocating 
credit. 

4O, In the absence of flexible interest rates the 
problem of allocating bank credit when money ig tight 
becomes one of rationing. When credit is scarce the 
panke do not usually establish special restrictive 
policies regarding loans to particular industries, and 
never do so in respect of loans in particular regions. 
Certain types of loans are usually curtailed ag less 
essential, such as term loans for projects which could 
be financed outside the banks, loans to buy securities 
Or real estate for speculative purposes. Loans to 
other credit-granting institutions are also restricted 
When money is tight. In the main, however, the process 
ter sonine credit involves eae ete each individual 
loan eecount.on its merits... 1t cannot be .emphasizeq.too 
Strongly that having to implement a tight-money policy 
by placing restrictiong on individual borrowers, having 
to choose among equally creditworthy customers, and 
having in effect to decide which projects may go forward 
€@nd which may be stopped by lack of funds is a difficult 
and disagreeable task but one which in the boom phase of 
the economy gometimes becomes necessary in order to con- 
form with current monetary policy. 

41, In the first instance a bank will usually 
Testrict borrowing which appears to be non-essential. 


When @ customer's balance sheet is examined it may appear 
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that the line of credit which has been asked for is 

high relative to the size of the business. This may be 
because the borrower is trying to protect himself 

against tight-money conditions which he fears may arise 
in the future, or is asking for a larger line of credit 
for prestige reasons, or is carrying inventories which 
Bre too large relative to sales. In such cases the 

bank will probably tell the customer it considers tHat is 
he is asking for more money than he needs. 

4a, Credit is not rationed on the basis of size 
of account. The banks have always assumed that their 
primary responsibility wag towards their smaller business 
customers. The subject of loans to small borrowers hag 
been Fovienaa with the Bank of Canada on various oc- 
casions since 1955 when the first tight-money period 
began. The withdrawal of the banks from the term-loan 
field of lending did not apply in the area of small 
businese, and every effort hag been made to meet the 
needs of those borrowers whose size does not enable them 
to obtain funds by issuing securities. 

43, The banks have recently carried out four 
furveys of loan dee une classified both by industry and : 
by size. The most recent analysis, at September 1961, 
SOvers a total of $5,830 millions of loans. Of this 
amount 32% was in accounts of under $10,000, and 52% was 
in the accounts of under $100,000. Classified by number, 
96 .6% of all borrowers were in the under-$10,000 category 
and only 0.54% had accounts of $100,000 or more. The 
Proportion of total loans made available to smaller 


borrowers has rigen slightly with each survey. 
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“hh, It must be realized, however, that in times 
of Beene credit stringency the banke will be obliged 
to curtail loans for the purpose of carrying securities 
ox for speculative purposes, and small peeve in these 
categories will be affected in the sae ag the 
larger ones, the prime objective being that of con- 
serving lending resources for bagic needs. 

45, Apart from wartime emergency reat ie lene 
Beecct controls on bank lending have not been used very, 
much in Canada, and the banks are not in favour of such 
controls whether imposed by the central bank or by the 
Government. We believe that any form of selective: | af 
controls on bank lending would reduce the flexibility 
of the Canadian banking system, which has been one of 
the strongest factors in the growth of the economy, and 
could not fail to result in injustices to specific 
sectors of the economy. 

46, One of the most distinctive features of 
bank lending in Canada, which goes right back to the 
19th Century, is the legislation.which allows a chartered 
bank to make advances on the security of natural 
Products and goods, wares, and merchandise while they 
remain in the borrower"s possession. This is Section 
88 of the petite Act. Similarly, Section 86 of the Act 
Provides that a bank may lend on the security of a ware- 


house receipt, and Section 82 makes provision for banks 


to make advances to oil operators on the security of 
hydrocarbons in, under, or upon the ground. All these 
Sections were designed to encourage the development of 


Canadian resources by enabling producers, certain 
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wholesalers, and manufacturers to borrow more than they 


otherwise could to meet the essential financial needs 


~. 


of their business pursuits. Parliamentary records show 
that the same motive was behind subsequent steps in the 
development of this feature in the banking system. 
These sections of the Bank Act are a meang of providing 
Support in many fields of endeavour to an extent which 
otherwise would not be practical from the standpoint 

of prudent banking. This applies particularly to agri- 
culture and what may be termed smaller business enter- 
prise with limited financial resources, and often to 
business enterprises at an early stage in their ee 
ment, before they have sufficient resources to qualify 
them for bank credit im the. ordinary way. 

47, A recent survey suggests that loans out- 
standing under these, sect lors of the Bank Act amount to 
something over $1 billion, ie 18% of total general bank 
hOans. Although, because of the fact that there is 
often more than one type of security behind a given loan 
account, it igs impogsible to say what proportion of the 
loans could not have been made without the use of this. 
legislation, it is likely that most of these borrowers 
Would not have been able to borrow, or would have 
borrowed at higher rates from other institutional lenders. 
We believe that these sections of the Bank Act are 
making an important contribution to Canada's financial 
System, 

43, Bécause the banks already have well- 
developed facilities they are able to offer consumer 


Credit at rates which (including service charges) are 
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‘more favourable to the borrower than those charged by 
specialized institutions. IY general, the banks have 
set up these programs to Reane &@ group of borrowers who, 
while unable to provide collateral in the traditional 
form, are nevertheless creditworthy, and who wish to 
borrow for worthwhile purposes usually connected with 
their homes and families. We believe that consumer 
instalment credit has become firmly establisheg and that 
such loans are a logical development of banking services, 
The extengive branch bank system is highly suitable for 
providing consumer credit. | 

49. TEpeeee Lend ing is a field from which 
Canadian chartered banks were barred until 1954 when 
the banks were permitted to enter the NHA field. In 
the period from then to 1959 the banks accounted for 
about 35% of all NHA loang made. In December 1959, 
however, the maximum NEA rate permitted was raised by 
the Government to 6-3/4% and, although banks could still- 
Process NHA mortgages, counsel's opinion wag that they 
could not do so at a higher rate than 6% because of the 
legal ceiling on bank lending rates. The result wag 
virtual cessation of NHA lending by the banks, since if 
they had made mortgagé money available at 6% while all 
other lenders were charging 6 3/4% the banks would have 
been faced with very large demands for funds and an 
impossible task of credit rationing. We believe that 
the legislation should be adjusted to permit the banks 
to Participate in NHA mortgage lending on a continuous 
basis, at whatever may~be the going rate of interest for 


Such loans. 
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Dé We believe that the powers of the banks 
should be broadened to allow them to lend on mortgage 
security generally. This would extend the range of 
customer services and would fit in with the Government's 
desire to see more mortgage lending on the part of 
private institutions. The history of banking shows that 
gome proportion of deposit funds may safely be made 
available for long-term investment. Also the banks 
have suitable administrative facilities for making 
mortgage loans across the country, as well as special- 
ized mortgage departments set up at their head offices 
to handle NHA mortgages. It is further argued that a 
number of recent Acts of Parliament, especially the 
Small Businesses Loans Act, have had to make special 
provision to allow banks to take mortgage security in 
certain cases. In the conduct of ordinary banking 
business there are also many occasions where being able 
to take mortgage security ag collateral would make the 
difference between assisting or refusing a customer. 

3 ae In a related context the powers of the 
banks to take specific security in the course of lend- 
ing operations appear to be unduly limited in the light 
of present-day requirements. For example, the power 
of the banks to take chattel mortgage security is 
limited to ioe made to an individual on the security 
of household property (as defined in the Bank Act), 
With the result that the banks are prohibited from 
taking such security either on a wider range of goods 
Or in respect of manufacturers! and dealers’ inven- 


tories, We recommend that the whole matter of existing 
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limitations on the nature of specific Security avail- 
able to the banks should be revieweq with a view to 
leaving the banks as free as possible to take such 
security as the requirements of individual Situations 
might indicate. The result would, we Suggest, be an 
appreciable and useful broadening of the banks! SOLLLEY 
to serve the increasingly complex and changing require- 
ments of the business community. 

Bas An important aspect of the lending activi- 
ties of the chartered banks is the financing of Canada's 
external trade. Besides providing the foreign ex- 
change machinery whereby importers pay their Rouen 
customers, the banks provide credit facilities for 
inane ing the transactions. In the case of exports this 
may cover the full period from domestic production 
Operations to final settlement from abroad; in the cage 
of imports it may encompass the time between the sign- 
ing of a contract to purchase foreign goods and the 
final sale to the ultimate buyer. For longer-term fi- 


nancing, one to five years, the banks have established 


the Export Finance Corporation of Canada, Lia?,. te 
assist Canadian exporters in meet.ing the credit tezms 
offered by foreign poiee a eeree This corporation ig in 
fact a “rediscount bank" to which the chartered banks 
turn over foreign trade obligations digcounted by them 
for Canadian traders. 

Se In order to broaden and improve the factli- 


ties and operations of the money market in Canada the 


chartered banks have given very careful study to the 


f 


Creation of a market in bankers! acceptances. A 


‘Gove at oF niatteog as ae ouesd 2 


ee 


eontdentte davnevitar xo ctnoneviupem ocd Be I oP 

je sb QoneyguS ow , blhoew $igaen adt - eteolbat ! 
etittd= \akand “oe to gc! wepaord lntesy 608 Le 
«ipper artgrato aia xeoqnce “fmitsesvont eas ay 
ujlonmmos agentaud exit to @ 

tytdes ant del edt ‘io foaqee jastsoga aA +S2'> 

Y etstheays0 To eit t Stay? ois al See jerotisds tid Io # 
es; Agkeue?t eds gethiverq eeblsel bats sires 
| sefanrat “iat god etre? tages au ala ersntdban 4 
‘ny. saab ti ftost, s4psts eh? vod andad: ant sii 

s2ch- AtoneSee WO Stay, Se yA , gol oasiae? ony yal on 
‘toabota alfradod word Botssg £iw> $e3 TevOD 

— Bs stil my phaomed eed, terme tee ignt't of, sag a 
ae at? paces at oifit cork seaqaoonus, yaa Tl adroqed 

| t1 Hee @ fe eaey, | obssn? eaacteae ov +nauphos a 
uettettstool sok .,reyud etenizee arts a? sige 
euti¢usga aval Sugad) ono, ,SIeoy orth ov sno (Ss 
¢] ,abege) “to pel garogies sormectt 2 1264 ce 
sivay “thend. ote ac 0tece Bf srereogue satbaened: 


bet ,atett teqeeo walseo? vv SF 


iv) 


pbs ‘sete enn ets ASFA “ened qnuespiber” ‘a 
must wf beonvoeeio exnitegd oueners at sio) 32 
- ~tigher) nsihe 


mT lurk ony svosaet tewa enna ai eta 


| f abeae it ca es “eran out ta woot J vis 
dt eo -grute Jo levte ey ate ee 
. i. 


ia é £2924 98398 treninge tf = mall i 


Nethercut aa Young A2 tj 


Terente, Ontario 


detailed study of the techniques and procedures which 
relate to the bankers' acceptances market in both the 
United Kingdom and the United States leq to the con-= 
clusion that neither system could,without considerable 
variation, readily be adapted to Canadian conditions. 
As a result bankers! acceptances in Canada will not 
follow either the New York or the London pattern. es 
far as possible bankers? acceptances will be drawn in 
connection with the financing of goods, wares and me r— 
chandise of a type described in Sections 18 (1) (f) ang 
(g) of the Bank of Canada Act; will be in large qde- 
nominations and will be of a Self-liquidating nature. 
It is as yet too Aetee to yee the extent to which 
Canadian firme will find bankers! acceptances a con- 
venient and suitable medium, 

54. The money market dealers will act as princi- 
pals to purchase and sell bankers! acceptances for their 
clients. The function of the chartered banks willbe ihe, 
assess the credit worthiness of -the drawer of the ac- 
eeptance draft-and, if his is the primest credit, to 
accept such a draft and return it to the drawer, It is 
the drawer's responsibility 2 sell the accepted draft 
tO @ money market dealer .\, Bankers! acceptances will be 
€ligible collateral as security for day-to-day loans in 
the money market and under Section 18 (1) (b) of the 
Bank of Canada Act the Bank of Canada has indicated its 
Willingness to deal in bankers! acceptances which have 
& term to maturity of not more than 90 days. During the 
tnitial stages of the development of the acceptance 


Market the Chartered banks, in order to assess ths 


Date ated at poncem nena tyanoe ba: 
| age and et pei sever’ petint sit baa. mob 
eidtvepl ideo Stwodtiw, binco PeTsys: rodilas. ast 


| sasolatomon emt bare oF. petqeDS sa -cziveed Daa 
| jow £frw abanad at geonaiqenss' ‘exsined Sime 7a 
| ud seaetyed webiiel sity co wey wou eat satthey a 
=? Awath e@ Ettw eeonetqsces ' ereanee alil seeq | _ 
| =% So bie astew , ened to yolouant’l ans. aie notte sts 


3) (1) SE) anet tose 21 busitoseb sqysray a ealb 
a 


iye4 abans® 7o anak eae to. hs 


~oh gaznal mi-ed Jiiw 
- 7 2 “a ; 
| areten gotiabiepltl-2fsa 4% 16 90 Sftw poe autos Saeean 


| “i i 
. + thedxe o02 eotaketeb oF ftss oot t9y Se Ba 
; a fy- 


= & 
u 

i-_ 
B, 
= 
9 


Leveiasd both Didw sent tee ee 


-403° (8!) ASucg7ST0 SAGA 
item @fcasins pas oe 


-peeefsabn Ieizan yacem eit os 
. at ie 


\ gbad? 202 esons7gsoes ‘oxenoad [fea Boe SasfaoiNg at 
ie ty. etloes peter tetio -ens!'Fa aot tony, ait .87ng 


sos) ate da mua. Ss .* 9 smpoltdtwow vi pDSeto actZ 


| Ad. tifens Ppating adds.32 ein Wz . bas T260b 


sm (wants. oni oF J) ate ons Piath & desk & 


~aey hetgeepa ot Lips ud yititddaneqaes a) sowes 
fiw isiaetasone ' saewhe a8 frolseb 7 oe aer ‘5 


7 = 


. ob tradi- wtb ot-yeb wok ¢tbapees 6a faxatuctos ae 


. P 
. | eet we) vt ei ae +2868 faim bs. Jet am 


he ? 


4) Galoosont sad auld to wed aig teA apace 


fai iat Sooner qeqns \gweotrad ef feeb oF ane 


nal 


Seva Fret 02 wats wrom ton da 


sepataghos at)- te seem a 9 
; hasty 


ce asonka a. nebao-ws , 


Nethercut & Young A28 


Terente, Ontario 


usefulness of this new instrument in the marketplace 
outeide the banking system, will not themselves pur - 
chase acceptances for their own account. It hag also 
been agreed that, after a period of six months from the 
beginning of the market in bankers! acceptances, the 
chartered banks will review the experience gained in 
that interval and make such changes in techniques and 
procedures as in the light of this experience are 


necessary or desirable, 


Deposits 


ae Public attention is, perhaps, most often 
focused on the lending and investing aspects of bank- 
ing. But the ability of the chartered banks to carry 


out their lending functions adequately depends on the 


way in which the banks perform, or are permitted to 
perform, ag deposit institutions. Chartered bank de- 
posits fall into two major classifications, demand de- 
posits and notice deposits, in selpe eh srt which have 
varied over time. Notice deposits amounted to roughly 
two-thirds of total Canadian deposits in 1930 and 1935. 
By 1945 they hag fallen to under 50%, but have since 
risen to about 60% of the total. 

50. Besides the deposits of corporations and 
individuals, "“qemand deposits" include those of nit od a 
énd other banks. They perform two closely related functions 
in the economy, that of a store of liquid value, and that 
of the chief medium of payment in Canada. The volume 
of payments made by cheques on current accounts in the 


Chartered banks has increased much more rapidly than 
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the level of the deposits themselves, In the post-war 
period, the annual turnover or velocity of demand 
deposits has increased from 24 times in 1945 to over 68 
times in 1961, This increase has not only posed sean iene 
for the banks in the operating procedures needed to 
handle the heavier flow of cheques, but also presented a 
problem to the community hn the exercising oF mone tary 
policy, pee cas in the need for more vigorous central 
bank action. | 
BT mete orth of demand pee Since 1935 
has not kept pace with the ue in Gross National Product, 
nor has it followed a steaay pattern from year to year, 
Rather, in ee to central bank action, demand 
deposit growth has’ tended to follow a counter-cyclical 
pattern, particularly in the post-war period. 
53. While demand deposits represent, io general, 
}, the "working capital" of individuals, organizations, and 
companies, notice deposits, are more Likely to represent 
their reserves held pending a major expenditure or with 
investment in view, as a cushion in cage of emergency, or 
Simply the accumulation of savings built up over the 
years, The.chartered banks have long been the most im- 
portant savings institutions in Canada and, at latest 
Count on September 30, 1961, they had over 10.8 million 
Personal savings accounts on their books. While the total 
of Such deposits hag increagseq faster than demand deposits 
in the post-war period, their growth, like that of demand 
d@posits, has tended to follow a counter-cyclical pattern, 
Much of the growth of savings deposits has been en- 


Couraged by the- rapid increase in the number of branches 
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operated by the chartereg banks, which hag enabled them 
to reach a wider proportion of the population,’ However, 
the growth of savings deposits has not kept pace with 
the rise of G.N.P. in Canada. This is a rollecv ions 

not of a lower propensity to save on the pare cn 
Canadiane, but rather of the growing importance of 

other savings ine Urtut lone . 

59. To meet the competition for the surplus 
funds of corporations and institutions the banks in 
recent years have tee deposit receipts for funds left 
for fixed periods of Up tO one year, and one of the 
banks now igsued negotiable term notes with maturities 
of up to six years, While they are useq principally by 
corporations and institutions, these deposit receipts 
and term notes are also available to individuals and 
executors or trustees of estates; 

60, The turnover of savings and other notice 
deposits is much lower than that of demand abboates In 
view of the greater stability and lower velocity of 
notice deposits, Suggestions have been made from time to 
time that the chartered banks might quite properly en- 
8ege in a much Ae. way in longer-term financing. 
However, from the community's point of view the over-all 
problem is to achieve a balance in the total supply and 
demand for financial resources, It has been the function 
of financial organizations, especially the banks, to 


receive the Savings and working capital of the community 


for varying terms and to apportion them as loans or in- 


vestments at short or long term as circumstances warrant, 
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bavi or type because the result would be to introduce 
undesirable rigidities into the financial system, 
Foreign Currency Business | 
G1. ; Canadian chartereq banks provide a full 

eters of international banking services, including the 
maintenance by some banke of branches, agencies, and 
representative offices abroad. “Thite “ts “a natural corol- 
lary of the great importance to Canada of international 
trade. If Canadian banks were not able to provide the 
whole range of banking services necessary for carrying 
on an extensive import ‘ang export business, Canadians 
requiring these services would have to obtain them from 
foreign bankers, Canadian banks are able not only to 
meet Canadian needs in this respect, but also to compe te 
fuccessfully with foreign banks for additional inter- 
national business, The provision of international bank- 
ing services ig a field in which there is intense compe - 
tition and it is essential that Canadian banks have great 
flexibility in their foreign operations in order to be 
able to meet such competition, The success of Canadian 
banks in this area of activity means an important net 


contribution to the credit side of Canada's balance of 


Payments, The foreign currency business of banks ariseg 
Out of transactions with foreign countries including im- 
ports, exports, investment, payment for services, 
Tourism, ang remittances of all kinds. The operations 
involve all types of transfers, cheques, drafts, cure 
Tencies, bills of exchange, and commercial letters of 
credit, The banks in Canada are also active in the for- 


Ward markets for the key currencies, U.S. dollars ang 
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sterling, and for all the other free currencies in which 
there is forward trading. 
62, In recent years substantial deposit and 

lending markets have developed for U.S. dollars and 

: sterling outside their countries of origin, These types 
of deposits and loans are commonly referred to as Euro- 
dollars and Euro-sterling. In addition to the normal 
requirements of importers and ee and other 
customers requiring foreign deposits, such factorge ag 
differential interest rates and anticipations regarding 
the exchange rate have contributed to the development 
of these markets, Canadian banks have entered actively 
into this highly competitive area of banking, parti- 
cularly with respect to U.S. dollar deposits. Such 
deposits do not of course leave the United States but 
remain within that country for use there, The growth 
of such deposits has not of course been confined to 
Canadian banks, since institutions in other countries 
have been competing aggressively for these deposits, 
Tt should also be noted that Canadian funds may flow 
into foreign banks in the. same way, depending on interest 
rates and anticipations regarding the exchange rate, 
In general Begoalt liabilities are offset by assets in 
the same currency, hence the risk of an exchange position 
is €voided. In short, this is a field of international 
Operations where there is intense competition and where 
Canadian banks have had considerable success. It ig, 


however, an area where deposit and lending rates are 


Quoted at very narrow Spreads, allowing little margin 


for losses, commiggions, and the costs related to 
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reserves. Any restrictions on Canadian operations in 
this field would increase costs and give a decisive 
competitive advantage to nenee bate banks, 
Banks in the Securities Business 

63. Chartered banks make an important contri- 
bution to the capital financing of major new projects in 
Canada through their participation in syndicates set up 
to handle the underwriting and distribution of securi- 
ties. They usually provide the preliminary short-term 
financing and are in a key position to assist in making 
the transition to long-term financing. They work 
closely with investment dealers in endeavouring to en- 
Sure that capital issues are properly designed, taking 
into account the interests of both sellers and buyers. 
With their widespread network of branches banks are 
particularly well placed to assist in the distribution 
of securities across Canada, and they have made it a 
point to ensure that their customers in all parts of 
the country have an equal opportunity to obtain a share 
of new issues, insofar ag the banks! participation in 
Such issues will permit. 
Revenues and Expenses 

64, The revenues of the chartered banks are 
derived principally from two main sources; from interest 
On the use of their financial assets - loans, securities, 
etc. - and from charges made to customers for services 
fendered. The latter source has declined in relative 


- 


importance in the post-war period because rate schedules 
_ aiink 


have remained largely unchanged and increases in such 


Tevenue have depended principally, therefore, upc the 
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| growing volume handled. From the other source of earn- 
ings - interest on financial assets - there have been in-. 
creases in both rates and total volume. In addition, 
during the post-war period loans have grown at a greater 
rate than investments; while investments exceeded loans 
in 1945, the position now is reversed, Loans generally 

earn higher rates than investments, go the relatively 
gredter expansion of loans pag, contributed to the im- 
provement in earnings. 

65. The most enuesna hh increase in bank coste: 
in point of size has been the rise in interest expense, 
This has resulted from the expanded deposit base, from 
a shift from non-interest bearing deposits into interest- 
bearing, and from a considerable increase in rates paid 
On deposit balances. Other items of expense including 
Salaries have also risen, but remain in about the game 
proportion to each other, 

66. The result of these trends in bank revenues 
and expenses has been a considerable increase in net 
Carnings in the post-war period. However, it appears 
unlikely Peete chartered banks will be able to in- 
Crease the rate of return on total assets much above 
present.levels. The post-war shift from low-yielding 
fecurities to higher yielding loans, however, seems to 
be approaching an end with the ratio of risk assets to 
G@posits near 70%, At the same time the shift from non- 
interest-bearing to interest-bearing deposits has shown ~ 
MO Sign of slowing down. 


Capital 


67. The capital funds of a bank are used to 
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supyly the physical means of doing business, to engure 
I; 

the protection of depositors' funds, and to enable the 
banks to engage in international operationg. While 
capital hag grown in absolute amount, the proportion of 
| capital in relation to deposits or to risk assets Ls | 
Mite derabiy-iece than it was 30 years ago. Not only: 
has there been a large increase in bank holdings of ‘ 
Government ponds 2nd. in Government -guaranteed loans., but 
“also the Operations of the central bank in providing 
liquidity have reduced tae relative need for capital 
‘compared to that maintained in the 1920's and toe ee 
nae trend, of course, is not ees to Canada and. 
peeeevident.also, in both the United States and the United 
Kingdom, 

68, The banks at present have some 85,000, share- 
holdere. This is an increase of 50,000 since 1944 when, 
in accordance with the Bank Act. mevielon oF that year, 
Stocks were split ten for one, It seems to us desirable 
that widespread ownership of shares in the. banks should 
be encouraged, and the price of each eee Should not be 
S0 high that small investors find them inconvenient Eo 
buy. We therefore recommend that the Shares should. be 
Sub-divided again. 

Inner Reserves 

69. Basically the inner reserves of the charter- 
jed banks are a cushion against the Ponuineah eine of the 
future. Their size, however, is currently governed by a 
|formula which uges the average loss experience for the 
past 25 years, It thus produces the anomalous result that 


S900 years push the allowable percentage down at the very 
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time when reserves should be built up, and conversely 

a period of high loss experience permits a higher al- 
lowable percentage when reserves are actually being de-. 
pleted. It is the opinion of the banks, therefore, 

that the present formula should be Supplemented by a 
specified "floor", which would prevent the ratio from 
falling below an adequate level, 

aoe The important function of inner reserves 
is to provide out of current earnings for unforeseen 
banking losses that are almost sure to be incurred in 
future years. As explained very clearly by the Ministers 
of Finance during both the 1944 ang 1954 Bank Act Re- 
visions the chartered banks depend more than any other 
institution on the confidence of their depositors, At 
the same time they are expected to take the risks in- 
herent in carrying ona Lending, function, They can 
Carry out this function most effectively if thetiz manage = 
ment feel they can ne ie unusually high losses 
that occur in gome years without losing the confidence 
of their depositors, 

(ox As for the non-disclosure of inner re- 
Ferves it can be said that in banking the interests of 
depositors are paramount. The reputation for stability 
of the Canadian Reece eae banks is a national asset of 
the first importance to the community in general, and 
tt is certainly not in the public interest to endanger 
this reputation either at home or abroad. 

re» The history of the years after 1929 demon- 
Strates the public advantage of the banks being able 
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Present a reasonably stable position in a time of 
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violent and Sudden stress, and it seems to us desirable 
therefore that the banks should be permitted to main- 


tain a buffer of undisclosed reserves, 


FINANCIAL COMPETITION AND CONTROL 

Competition Among Banks 

‘phy Competition from other lenderg and other 
deposit institutions keeps bank deposit and loan rates 
and other. charges closely in line with the overall 
structure of competitive rates, though there ig some 
Scope for variation because bank loan ana deposit 
facilities are associated with other banking services 
that must be paid for in one way or another, Among the 
chartered banks themselves however competition must 
take a different form, The various banks offer a virtu- 
ally identical range of services to the public, and no 
one bank has a monopoly of staff and facilities capable 
of performing these services in a courteous and ef- 
ficient nee It is obvious that any bank will have 
to meet the best rate offered by other banks in any 
major category of service, otherwise it will lose 
Virtually all of its business in that line; there is 
therefore little scope for differences between banks in 
Tespect of interest rates or charges. For example, if 
the interest rate structure ig considered unbalanced, 
there may be some question as to whether it is lending 
rates or deposit rates that should be changed. Almost 
invariably the bank which is willing to operate at the 
Pate most favourable to its customers sets the pattern 


for all the otherg; no one bank or group of banks could 
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: long continue to exact terms less favourable than any 
: one bank or minority of banks was prepared to offer, 

5 74. Banks compete vigorously for both lending 
; business and deposit business, where much depends on 

5 personal relationships and personal judgment. They 

° compete in attracting new enterprises, both domestic 

7 and foreign, and assist newly established businesseg 

8 in a@ number of ways. Specialized knowledge of and 

9 service to particular industries are other forms of 

10 competition, and include the provision of information 
i to customers in various forms, 

12 er The provision of a network of well- 
13 located Benches is undoubtedly one of the major forms 


14 of competition among banks. A wide and efriciently 

15 distributed network of banking offices has always been 
16 essential to any banking system in rendering service to 
17 its customers, and never more go than today. Branch 

18 Pent inc as it has developed in Canada has shown itself 
19! capable of meeting this need admirably, It brings the 
20/ full range of banking services to the newest community 
21 Without delay. It has also been successful in meeting 
22) the demands of the dispersal of population and in- 

43! gustries around the peripheries of major cities, and the 
24 development of new industrial areas. This phenomenon 
a5} ts perhaps less spectacular then the enlargement of our 
sd Beographic erie but it le a pervasive movement 

a7) that is affecting a much larger proportion of all bank 
28) customers, 


a ‘cf The decision to open a new branch in a 


x 
¢)] 


) given location is based on a variety of considera 


fo ebay. down exeiw agent aid sian 

: yer Jremebet Lancs seq ons vasioot sal B 

oL8 taeen dpor gesulagiTs/as wen giftosst7s al 5: " 

senssofaud acai fgsiae viwsen defans pes Has rs > bets 

| bus +a eubeiwend best (alooqe a na to sie 2 
. 


To:.2 — weito ars berstaupal setvot tue uy ory 
a F 


aoltenhcand Tsetaivetq oi ahulond baa ‘Aout a 
,emiot aspolvavy mi sete 2800 6 
| afisw 0 wwowded os to noletvogg sit ay 


y wenom edd Yo ene ylustdwoban sf estonagd betas 
od , 


SINTS 

- - Fe 
v“fiesio¥tls bas 2tlw A -.adnad goons softs vequas 

peso utewie pad weafTio gained t snows en Baetuct sy 
De 


62 aniveea galreiead ot qedeya Qalaney We ox fat 36 "7 


J ; ; 
oi 


toned .vabo2? wad? of excie Sota bas , BI SMOT BHO” 3 


~ 


ait gitede seljahace. of beqodey Bb BSi 92 Re Geesens 


Weattal 02. .qidSsimGS pata GAs Qil7sem to old ‘ 
Da 
ytiiiinon Tere ye alt oF EGdlyse2 goldded 10 9Bnes fi 

ténom of tutsesnens meet esis 8s t%. yvyaleo +c ‘4 
ni time wel Steg IQ Lageaqelb 303 20 ohncm ob 
an? 436.34 as +o%,an Jo Belwecgiesd on7 bnvote gel! 


on 


danemotaie alaT .seoua fl Sasecdal wsn to rena 
a i theaénucelaoe oft aedt nelucastoege, sae eqeadg 


ive 
aa 


sore tm ovlemvedq a 2) 52. Sud, <exetiaott olfng "] 
jomad 526 Vs. Bel dzogeTE teaval ipen & gaitoatts 


# 


a ¢? cogthd wen = .ceqe,e3 noted 


cnt (er arrarae Sista £ me # 


Nethercut & Young A 59 


Terente, Ontario 


It must fit in “phuseeatgeeeee of a balanced geographic 
distribution of branches across the country. The pros- 
pects for business growth in the general area to be 
served must be carefully examined. The particular site 
must be convenient to existing and prospective customers, 
The number and location of branches of other banks near 
by and of other branches of the same bank must be con- 
erqered, for there is no profit in entering an area 
that is already over-banked no matter how promising it 
is in other respects. No branch is expected to be 
profitable from the start, though thig does happen in 
exceptional cases, Generally Epeaking, however, a new 
branch is expected to begin earning a profit within 
three to five years, 
Entry into the Bani ing Business 

iis Traditionally in Canada entry into the 
banking business has been carefully regulated under the 
Bank Act in the interests of ensuring a sound and reli- 
able system, In earlier days the statutory provisions 
With respect to minimum capital requirements and the 
Scrutiny of the authorities were doubtless the majox 
Obstacles to be overcome, Nowadays, however, even if 
& group wishing to found a bank had little trouble 
raising the minimum capital required and assuring the 
@uthorities of their good faith, they would find it 
difficult indeed to win a sizeable share of the Canadian 
banking business unless they could rapidly build up a 
trained starr and a wide network of branches, The amount 
Of capital and the organizational work involved in so 


dOing are Surely a far more powerful deterrent.than the 
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| statutory requirement 
78. If we look no further than the performance’! 


of banks chartered under the Bank Act, there seems to 
be little justification for modifying the SrOvieleneee 
that now apply to entry into the banking business, The 
_ need for sound and responsible banking practice ig more 
pressing, not’ less, in a complex modern society. Many 
of the techniques devised in other countries to improve 
and strengthen their banking systems have been in Large 
part to achieve what was already characteristic of 
Canadian banking; others have already been adopted in 
Canada; none of them offers any reason for reversing 
the traditional pattern of our banking legislation. By 
any objective ee te with other countries, Canadian. 
banking must be rateqd highly. 
79. However, if we broaden our view to take in 
the performance of banking and quasi-banking functions 
Beeother financial institutions, a somewhat aifferent 
picture emerges, Experience over the years hag led to 
the imposition of stringent controls over the chartered 
Beaks to ensure that they are “soundly operated and that 
depositors! funds will remain liquid in times of fin. 
Mancial crises -- special provisions concerning shaves 
holders! audit, rigid internal rere ever and super- 
Vision by the. Inspector General of Banks; the detailed 
Provisions of the Bank Act in relation to formation, 
management, and wirding tpidimitations on the activities 
in which banks Poi ncccs and go on. This provides a 
formidable armoury of safeguards under federal legis- 


lation, Toa somewhat similar extent the same situation, 
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in respect of legislative safeguards, applies in the 
cage of the two institutions Operating under the Quebec 
Savings Bank Act, a federal enactment broadly modellea 
on the Bank Act, Yet many other financial institutions 
now hold large portions of the liquid savings of the 
public under conditions not greatly different from 

those which applied to banks in tie days before the de- 
velopment of modern safeguards to protect the depositor, 
It may even be that the very Success of the measures 

for assuring strong and sound banks hag lulled the 
authorities and the public alike to the dangers of un- 
regulated banking. Our forefathers had intimate practi- 
cal experience with thege dangers, but this generation 
has not. In any case the tradition of safety built up 
by the chartered banks has made it easier for the near- 
banks to grow without actually having to provide to the 
public the financial protection that is nowadays taken 


for granted, 


Competition with other Financial Institutions 


80, The Role of the Chartered Banks, The 
Canadian chartereq banks have traditionally been the 
chief depositories for personal savings and have also 
been the chief source for most kinds of short-term 
business financing and personal Loans sin addition, 
they have dong played an important rule in government 
financing as purchasers of Government of caves securi- 
ties, and more recently they have provided a foundation 
for the growing Canadian money market, which depends in 
a Substantial degree on the fact that the chartered 


banks keep @ secondary reserve in the form of day. O-day 
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loans to money market dealers and Government of Canada 
Treasury bills. Under the National Housing Act, until 
the going rate of interest went above the maximum per- 
mitted the banks, they made a substantial contribution 
to residential mortgage financing, a field otherwise 
prohibited by the Bank Act. Since the establishment of 
“the Bank of Canada, monetary policy has also been 
implemented primarily through the effects on chartered 
bank operations of variations in bank cash permitted 

the chartered banks by the Bank of Canada. The operations 
meeune Chartered banks are also regulated in detail by 
the terms of the Bank Act, ag well as by certain of the 
terme of the Bank of Canada Act, Among the key points 
of these controle are the statutory limitation of 6% 

in the rate which may be charged for bank loans, the 
statutory requirement to hold 9% cash against Canadian 
deposit liabilities, together with the supplementary 
agreement on secondary reserves, and the prohibition 
under the Bank Act of acquigition by the chartered banks 
of certain types of assete, notably conventional hy 
mortgages, 

Over the years a considerable number and variety of 


Other financial institutions have developed in Canada 


in competition with the banks. Although none of these 
Other institutions offers a full range of banking ser- 
Vices, each of them has taken on gome functions and 
Services of an essentially banking nature. To the ex- 
tent that these other institutions may have developed 


by Providing services and facilities which for on: 
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reason or another the chartered banks did not provide, 
the result may be regarded as a desirable growth in the 
range and flexibility of financial services in a 
although it has also produced problems in the field of 
monetary policy for which solutions are needed. How- 
ever, to a very considerable extent, these compet ing 
institutions have made such rapid headway in circum 
stances in which the chartered banks were prevented by 
legal or other rigidities from competing effectively. 
It might also be pointed out that some of these in- 
stitutions Bier ehecdon from income taxation. 

82. The major functions of a banking nature 
performed by these other institutions are primarily the 
acceptance of savings and other deposits in various forms 
from the community; the extending of loans for a wide 
variety of purposes; the provision of the equivalent of 
chequing services, made possible in practice by access 
to the chartered banks! clearing system; and the pro- 
vision of safety deposit boxes and other safekeeping 
Services, These functions are performed without the 
limitations enforced on the chartered banks by the Bank 
Act, the Bank of Canada Act, and certain “agreeq" ar- 
Tangements with the Government and the Bank of Canada, 
"Banking" is not defined in our legislation and various 
POssible definitions, from the point of view of economic 
analysis, are in varying degrees inadequate or misleading. 
However, from the point of view of monetary policy these 
institutions are important instruments for ene expansion 
Of credit in the economy and, as such, their operations 


G@irectly affect the success or failure of monetary 
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l policies even though they are not, like the chartered 

4] banks, directly amenable to control in the interests of 

3] official monetary policy. 

, 83. Among these competing institutions are 

/ credit unions and caisses populaires, finance companies, 

} gmall loan companies, factoring companies, trust and 

i mortgage loan companies, Quebec savings banks, pro- 

}] vinelal government savings offices, and the Post Office 

)} Savings Bank, These institutions are all compet ing 

y} actively for the savings or loanable funds of the com=. 
munity, and many have greater freedom than do chartered 

| banks in the way in which they can invest such savings 

| @nd other funds, and therefore in the returns which 

they can pay to lenders and depositors, Government of 

Canada Savings Bonds are also a very important savings 

instrument involved in the general competition for the 

community's savings, 

84, Competition for Savings. Competition for 
the liquid resources of the community has intensified in 
the post-war years, The chartered banks' share over 
this period has declined from 87% of the given total in 
1947 to 74% in 1960, This continuing relative decline 
is of importance to the chartered banks, and may have 
ferious repercussions on the economy. .If this trend 
had been the result of free and eae competition 
emong the financial institutions involved, the public 
interest would have been served. Thig hag not been 
the case, ee a the banks do not enjoy the same 
| freedom as their competitors. The expansion of 


chartered bank deposits igs regulated directly by the 
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central bank in the interests-+ of counter-cyclical mone- 
tary policy. No such direct influence is exercised 
over deposits in competing institutions, Indeed, 
during recent periods of monetary restraint, when 
chartered bank deposits were being held down by central 
bank action, total deposits in the near-banks continued 
to expand rapidly. For instance, during the two years 
1959 and 1960, while chartered bank deposits rose 1,84, 
deposits ete, in Quebec savings banks, credit unions, 
government savings institutions, trust and loan companies 
mortgage companies, and finance companies, rose 27%. 
(Investment by the public in Canada Savings Bonds rose 
by 24% in the same two-year period.) The banks are at 
a disadvantage in attracting deposits because of limi- 
tations on their ability to pay rates of interest on 
deposits comparable to those paid by near-banks, 

85. Implications for Monetary Policy. Under 
present conditions, as competing forms of financial 
claims grow relative to chartered bank deposits, mane - 
tary policy hag either to become more broadly directed 
against the total supply of liquidity or progressively 
more vigorous on chartered bank deposits in’ order tO 
bring about a given expansion or contraction of total 
money expenditure, When monetary policy is restrictive 
heavy pressure is placed upon the banks which is not 
Shared by other financial intermediaries, Consequently, 
under these conditions the near-banks can @nd do expand 
&t a time when the chartered banks are required to re- 
Btrict their growth. It follows, under these circum- 


Stances, that the central bank is forced to be even more 
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restrictive as the chartered banks! relative position 


declines. 


86. Discriminatory Restrictions on Chartered 


Each of the limitations of a discriminatory nature on 
the activities of the chartered banks has an inhibiting 
effect on the competition the chartered nants are able 
memorter these ‘other financial inetitutions., ach of 
Enese limitations, therefore, contributes to reducing 
mae sources of financing Penis to the Canadian 
public, 

oe The 6% legal maximum interest rate is 
perhaps the most important. This ceiling may once have 
-reflected public attitudes that were more understand- 
able in the past, put Ron present cavrcumectances: itis 
merc. teult to find a rational explanation for it. A 
Peoyelarce vyOlume vor bank lending is, in any case, done 
at rates lower than the legal maximum. This indicates 
that banks, like other financial inetitutions, must 
meet the going rates in each of many areas of financing. 
mie rates charged reflect the nature of the risk, the 
eosts of doing the business, and other relevant factors, 
including the vigorous competition of other banks and 
Other institutions. In gome areas of financing the 
going rates are often above 6%, These rates too re- 
Blect such factors as risks and costes but it is quite 
conceivable that they are in fact higher than they 
Might be if chartered banks were allowed to compete 
at rates which would give them a fair return but which 
Might well be less than is now charged by lenders 


Shielded from such competition. Chartered banks would 
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also, of course, be in a position to pass on to thein 
depositors an appropriate share of any benefits re- 
sulting therefrom, 

88. While the ceiling on bank lending rates has 
remained at 6% since 1944 other institutions, in- 
cluding the Industrial Development Bank as well ag 
mortgage institutions and caisses populaires, are all 
charging more than 6% on loang at the present time, 


Although the cost of borrowing money from the banks ig 


normally very small in relation to the total costs of 
doing business, the cost of long-term funds from other 
sources for such projects as utilities and pipelines is 
a decisive element in the total cost and often geter- 
mines whether or not the project can be carried out. 
Yet there ig a price ceiling on the first category of 
lending, and an open market without any legal limi- 
tation for the second category. 

89. The practical impact of the 6% ceiling on 
bank lending rates was demonstrated most acutely in 
the summer of 1959. As the Treasury bill rate roge 
towards 6% it became theoretically possible for bank 
customers to borrow at the prime rate and invest the 
funds in other short-term securities at a profit while 
the banks were liquidating these very securities in 
order to make loans, At the same time large business 
Customers who had been raising funds for short-term 
working capital from non-financial institutions while 
market rates were lower than the rates charged by the 
banks, Suddenly found that the prime rate of the chartere 


banks was lower than the cost of alternative accommodation, 
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Some of these customers proceeded to draw down bank 
lines of credit which had not been used for months or 
years, so that the banks found themselves with a sharp 
increase in the demand for business loans at the same 
time that the demand for other kinds of credit wags 
also extremely strong, The 6% eellinge in val? cade 
not only prevented the banks from using the tradition- 
al device of raising prices to moderate demand but 
actually intensified the demand itself, 

90. The interest vate rigidity had also hadua 
profound effect on what has traditionally been one of 
the main features of the operations of Canadian 
chartered banks,i.e., the attraction of gavings 
deposits, In the last ten years the rate of growth of 
Savings in a variety of competing ingtitutiong has been 
much greater than in the chartered banks. The chief 
reason has been that these other institutions, since 
they are able to invest a very substantial proportion 
of their total assets in higher-ylelding investments, 
notably conventional mortgages, are likewise ina 
position to pay a higher return on savings obtained 
from the public. This results in a progressive limi- 
tation on the resources available to the chartered 
banks for lending and investment activities, and in 
fact makes it possible for fundé to be attracted to 
depositories not always subject to appropriate safe- 
guards, 

Ol. It igs sometimes argued that, provided 
these other: institutions continue to maintain their 


Ca&h balances in the chartered banks, the only result 
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~, 


of this shift of savings deposits is a change in the - 
ownership of the deposits in the chartered banks - with 
deposits from trust companies, etc,., replacing those of 
individual owners of savings deposits - and that the 
cash reserves of the chartered banks are in any case 
regulated by the activities of the Bank of Canada, so 
that there is no necessary reduction in the lending and 
investing capacity of the chartered banks ag a result of 
this drain of savings to other institutiong., In LaCie 
of course, the decisions of the central bank authorities 
as to the cash reserves to be allowed the chartered 
banks, and hence the decision as to the amount of fi- 
nmancing the chartered banks are to be allowed to do at 
any time, must take into account the volume of finance ing 
being done outgide the banks. If free competition were 
established between the banks and the other inet liutiona. 
and if as a result the banks began to attract a growing 
Share of eavings Geposite, and were in a position te 
compete for a share of the higher-yielding investments 
now taken by these other institutions, the decisions of 
the central bank as to chartered bank cash would un- 
doubtedly take into account the larger requirements of 
the chartered banks. There is, in short, no way of 
@voiding the fact that the loss of deposits to compet ing 
institutions affects the chartered banks in exactly the 
fame way as the loss of business affects any other com- 
mereial institution. 

92. The primary and secondary reserve require- 
ments, imposed only on the chartered banks, amounting 


in total to 15 per cent of deposit liabilities, are a 
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further important limitation on the freedom of action 

of the chartered banks in their efforts to make the most 
effective use of their resources in compet it Lon with 
other financial institutions, Cash reserves, as a 
miminum percentage of deposit liabilities ,were Original- 
ly intended as a safeguard to the depositors, i.e. to 
the general public, With the present structure of in- 
gpection and sae et 1 by the banks themgelves 
and by the Inspector-General of Banks, appointed by the 
Federal Government, this is no longer the main purpose 
of cash reserves, The normal working requirements of 
the banks would dictate some level of cash reserves 
Whether or not any legal requirement ee The 8% 
legal cash ratio, however, introduces a Phe diitey aye 
faced by competing institutions. A further rigiditae we 
introduced by the undertaking to hold secondary reserves 
in the form of Treasury bills and day-to-day loans to 
money market dealers in amounts such that these assets 
together with cash are equal to 15% of deposit lia- 
bilities. This is not in a true sense a reserve, since 
it is not available for use; rather is it a forced 
investment, Thus, regardless of alternative investment 
Opportunities which may well be more attractive at any 
Particular time, the chartered banks are under the 
Obligation to maintain substantial holdings of normally 
low-yielding assets, The consequence of these arrange- 
ments is that the chartered banks, alone among financial 
institutions, must pay a substantial direct cost, in 

the form of lower returns on their assets than would 


Otherwise be available, as part of the current 
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1) arrangements for implementing the Government's monetary 
2} policy and to facilitate, through the money market, the 
3) implementation of the Government's fiscal policy. 
a oss These reserve requirements are a basic 
5] element in a further restriction on the ability of the 
6 chartered banks to compete effectively with other in- 
7 stitutions, namely the fact that monetary policy in 
8] Canada is implemented by actions which bear directly on 
9} -the a position, and hence the financing opportunities, 
0 of the chartered banks, and only indivec Gli, gist ta tere 
1 on the financing opportunities ort trees to competing 
2 institutions, Since these other institutiong go not 
3] have statutory cash reserve requirements and are not 
4 bound by the 6% interest rate maximum, they are able, 
5] Quring a period when the authorities wish to contract 
6 meereatrictsthe growth of credit, to continue to expand 
7 their credit operations and to take advantage of what- 
gj ever may be the prevailing rate of interest, Since the 
9 central bank does not have the power to control their 
0) Operations, even tighter restrictions have to be im- 
{j POfed on the chartered banks in order to keep the total 
2) @mount of financing in the country within the limit 
3) desired by the central bank authorities. This is clearly 
4] ©& Serious defect in the arrangements for implementing 
jj Monetary policy, and one which imposes special costs and 
}} PeStrictions on the chartered banks, substantially 
limiting their ability to compete effectively. 
OA. Another important legal limitation on the 
| competitive Pion of the chartered banks is the pro- 


a 


hibition in the Bank Act of lending on the security of 
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mortgages, with the exception of those insured under the 


National Housing Act. This prohibition means that the 


3) public is largely prevented, when seeking mortgage 

4! money, from approaching the chartered banks as one 

5] possible source of the funds required. The field ig 

6] therefore left open to a range of other lenders who 

7| are inhibited neither by government regulation nor by | 
8} the possibility of competitive action by the chartered 
9) banks, 

0 95. Conclusion, What should be the goal of 


national policy in this whole matter of the type and 
variety of financial institutions available to serve 

the Canadian economy? It is our view that the goal 
should be to have a wide range and great Plexi pei yee 
the financial.services available to the Canadian public 
and that this can best be achieved by permitting the 
free play of competitive forces among the various 
institutions involved, including the chartered banks, 
Without discriminatory restrictions which work to the 
disadvantage of one type of institution, At the present 
time the chartered banks are prevented by various legal 
and institutional rigidities from competing fully and 
effectively with other institutions over the whole range 
of financing activities. This means that the Canadian 
public, in seeking to satisfy its various financial 
mequirements, frequently finds that for certain of these 


mequiremente the chartered banks must be ruled out as 


POfSible suppliers, The result is that for a consider- 
| @ble range of financial activity the other insti- 
1 . 
| 


tutions are Sheltered from the competition which could 
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1 

otherwise be available from the chartered banks and which 
could not fail to Beet aed the position of the 
Canadian public as it weighs and compares alternative 
sources of financing. 
96. So far ag possible the solution should lie 
; in the direction of allowing free competition and the 
play of normal market forces as between competing fi- 
; nancial institutions. Some regulations and controls 
' ehere will undoubtediy be, intended either to safeguard 
1 Bee, tncerestsiof the public: or to facilitate, the: imple-— 
mencacwon Of official monetary and fiscal policies, 
Fo .-the Berle tie chatithiaeote practicable vand ocasubiie, 
such controls and regulations shouldabear -equaikby on 
: all competitors in the field. From the point of view 
: Of competition with near-bank institutions, the prefer- 
ebie solution to the legal maximum interest rate) problem 
would appear to be to give the banks the same compe- 
Pieive flexibility now enjoyed by the other insti- 
tutions, i.e., to eliminate the legal maximum; and the 
banks so recommend. This, particularly if combined 
with the removal of limitations on lending powers, 
would permit the chartered banks to compete on equal 
terms with other institutions now attracting a rapidly 
z 


Growing share of the savings deposits and loanable funds 
Of Canadians, 

OT. It may here be pointed out that in 1933, 
by a four-to-one majority, the Royal Commission on 


Wea] 


Banking and Currency in Canada recommended the repeal of 


a 


the Statutory provision limiting the panks'! lending 
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Tates, The four Commissioners expressed 
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"that a staturory maximum rate of interest ig nowadays 
anomalous and an undesirable interference with freedom 
of contract, and that the provision of the Bank Act 
Limiting the rate of interest to seven per cent, what- 
ever justification it may originally have had, ought now 
to be repealed." 'This recommendation was not acted 
upon, and in fact the ceiling was subsequently lowered 


te Bix per icent. 


DEBT MANAGEMENT 
ao. In the period since the 1958 conversion 

loan there have been a number of changes in debt manage- 
ment policy and techniques. Although we are satisfied 
On the whole with the way debt management has been 
developing recently, it if open to some criticisms, 

The increased aes of the Bank of Canada in taking on 
large blocks of new issues which are fed out to the 


market according to demand hag been accompanied by more 


or less overt attempts on the part of the authorities 


to influence the selling behaviour of the dealers by 
inducing them to withhold new short-term issues from 

the banks and offer them instead to the non-bank market, 
This behaviour on the part of the authorities indicates 
preconceived ideas on their part regarding the ap- 
Propriate maturity structure of the banks' portfolios. 
mt is probably fair to say that the banks are unanimous 
in deprecating this practice. Even though it may 
Benerally be desirable to channel securities into non- 
bank hands it is our view that, once the terms of an 


iSsue have been decided upon, the market should operate 
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freely in determining its distribution ag between bank 
and other investors, Any other view of the market would 
imply the creation of rigidities and barriers between 
different types of investors, which would inhibit 

rather than assist the growth of an effective market. 

99. On the technical side the Bank of Canada 
has been accused of erratic behaviour in its after- 
market operations with those parts of new issues which 
acenas taken up. itself. The criticisme relate to the 
Bank's hours of trading, amounts of bonds offered at 
different times, and prices quoted. We are inclined 
to think that the Bank of Canada is seriously handi- 
capped in its operations by being geographically 
separated from and out of touch with the major markets 
in Toronto and Montreal. The situation would be im- 
proved if the Bank were to maintain senior officers in 
both centres with sufficient authority to make on-the- 
Bpot decizgions. 

100, Wetibelieve that the syetem of Treasury 
bill auctions has worked well on the whole. In the past 
it has been suggested thatvall transact lonswehould ise 
put through dealers, and that banks should not bid 
directly for bills at the tender. We would not be in 
favour of such a change, as we think it important that 
the banks keep in close and active touch with the money 
market. | 

101. We believe that the federal debt should 
continue to be managed by the Department of Finance, 
USing the Bank of Canada in an advisory capacity only. 
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We would not be in favour of setting up an independent 
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body to make debt management decisions. Debt manage- 
ment techniques, however, would probably be improved 

if either the Department of Finance or the Bank of 
Canada were to consult banks and investment dealers and 
institutional buyers on a regular basis, as ig done in 


the United States before the timing and terms of 


Government issues are decided. 


Techniques of Monetary Control 


he 


ae. Cash Management. To exercise control over 
the volume of bank credit, the central bank has only to 
regulate the supply of bank cash relative to the needs 
of the banking system for cash, The central bank, 
through its control of bank cash, can provide the pane 
ing system with surplus cash at any given moment, thug 
permitting the System to: expand, ,10r, thescentral bank 
can withdraw cash from the system leaving it with less 
cash than it requires, thus forcing the system to 
contract. 

LOS, Dhe best knownete chniquesthate the «centval 
bank has for managing bank cash is open-market operations. 
These have the davantage that they can be made to operate 
Smoothly and continuously so as to tailor cash changes 
as precisely as possible to fit the day-to-day needs of 
monetary policy, Other ways in which a central bank 
Can Supply or withdraw cash from the banking system are 
by extending the scope of its lending operations and by 
movements in government or other accounts carried by it. 
All these other methods of cash management are less 
Satisfactory than open-market operations for they do not 


Work through the market mechanism and they haye an 
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element of arbitrariness. They cannot be carried out 
as precisely as open-market operations, and they gare 
dese easy for the public to understand. Consequently 
it is preferable for a central bank to concentrate on 
open-market operations as its main instrument of cagh 
management, resorting only to other techniques in situ- 
ations in which the state of the money market restricts 
the use of open-market operations, 

104, Reserve Requirements. In order to impose 
control over a banking system the central bank requires 
as a a rneea pil loy Lo sapply or withdraw cash 
from the banking system. Another aid is often called 
upon to help in maintaining starred aves the banking 
System, namely, statutory cash reserve requirements. 
Such requirements work automatically to dampen fluctu- 
ations in bank deposits and assets, 

boy Other Monetary Control Techniques. A liquid 
asset ratio is also sometimes introduced as an aid. to 
monetary control. Such a ratio may be necessary when 
Ordinary techniques of central bank cash management 
cannot be used to reduce the cash base of the banks, 

Or to prevent them from adding to their loans, as for 
example if the central bank is prevented from using 
Open-market operations to maintain control over the 
banking system because of its concern for stable interest 
rates or for government financing. In such a situ- 
ation, which is one in which the money market is not 
adequate for the open-market operations the central bank 
Would like to carry out, a liquid-asset ratio may be a 


useful stop-gap measure. A better solution than the 
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\ adoption for all time of a liquid-asset ratio, however, 
|} would be to find ways of Ae a better money 
j market. In the meantime a liquid-asset ratio should be 
j retained for no longer than necessary, and there is 
‘| certainly no need to give sudhKa ratio legal status. 
: 106. Other schemes besides cash or liquid- 
asset requirements could no doubt be devised as a means 
; for implementing and aiding monetary control. Such 
) requirements, however, are unnecessary when money 
Mercecs are sufficiently developed to permit the 

central bank to exercise control through open-market 
Sperations.. Hence, the emphasis in monetary contro 
should be on bettering financial markets for making 
Open=-market operations more effective rather than 
Sevieing, new methods .of control. Then the central 
bank will be able to exercise monetary control ef- 
beewively.by working on the supply of bank cash, using 
ite open-market operations for this purpose. 

107. Bank Rate. "Bank Rate”, the minimum rate 

at which the Bank of Canada is prepared to make loans or 
advances, might be used to perform one or both of two 
distinct functions: to regulate the access of the money 
market to the central bank, and to provide a signal 
of central bank intentions, The present method of 
Betting Bank Rate in Canada at 0.25% above the latest 
average yield on accepted tenders for Treasury bills 
performs the first or “penalty rate” function satis- 
factorily, for it makes borrowing from the central 


bank @ more expensive way of raising cash than selling 


4+ 


| Marketable securities or borrowing elsewhere, bur it 
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"signalling" function, 


108. The effect of monetary control depends in 
no small part on the responsiveness of the banking 
system, In all systems there will be some lag between 
a change in monetary policy and the response of the 
Meme and the public at large. In other words, there 
ig more to central banking than merely pushing a button 
to move the banking system from one pogition to another, 


me toOllows that the refponse of the banking system to 


eentral bank control will be more rapid and appropriate 


i the banking system is informed of the direction in 
Which the central bank is trying to move it. Therefore, 
@eeienal of central bank intentions adds to the ef- 
Bacuericy Of monetary control. 

109. It is certainly important for a central 
bank to offer full explanations of its policy. The 
complexity of the modern financial environment makes 
it all the more imperative that the maximum of inform- 
ation be provided. But more than this is required for 
implementing monetary control. Bank Rate is the most 
Widely accepted means of signalling central bank in- 
tentions, Qualitative statements and explanations 
While useful do not replace the need for indicat ing 
policy in terms of some significant economic or policy 
indicator, For such purposes statements concerning the 
money supply, national income, general prices, Br 4 
to indicate eee are too general, and these in- 
dicators are a sufficiently amenable to the control 
Of the central bank to be a good signal. 


Bank cash is a better signal but is not as good & 
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Bank Rate itself. 
110, The basic problem in using Bank Rate as a 


signal is to do so without compromising its function 


as an appropriate penalty rate, which serves to re- 


strict access to central-bank loans for last-resort 
ee The present method of setting the Rate 
does not sdve this problem. A return to the con- 
Meno.onat Bank Rate, fixed at the discretion of the 
central bank, may not solve it either, Having two 
mouer., one ag. a. aignal and one as @ penalty, is a pos- 
Meee sOlLuLIOn, Anothex possibility is to continue to 
use a floating rate but to.vary the Spread between 
Bank Rate and the Treasury bili Yate. Wet. ancolrhenapoc- 
Sipility is to retain the floating rate in normal cir- 
Cumstances but to depart from it as necessary in order 
tO provide. a signal. 

sil dle, Bank Lending Rates. Under existing cone, 
iipeons of financial competition, flexible ‘bank lend- 
ing rates would serve as a useful een Puntne mime 
Bie=necds of monetary policy. In order to do this, 
however, the legal ceiling would have to be eliminated. 
Under present legislation when banks are unable to meet 
all the demand for-loans their allocation of the in- 
adequate supply of ARE ig made more difficult because 
they cannot make appropriate increases in lending rates. 


could pay more to 


ta 


if the ceiling were removed the bank 


their depositors, and would be able to compete more 


af 


Ls “ * 1. 9 Pale ten Lhiga nantrninirine 
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tO better monetary control 
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that bank lending rates or deposit rates, or both, 
should be tied to a conventional Bank Rate functioning 
ag a signal of central-bank intentions along the lines 
of arrangements in England. Such arrangements are not 
Be desirable ae they may seem at first glance, and in 
fact they have serious disadvantages which lead the 
banks to oppose them. By its very nature Bank Rate at 
times will move ahead of the market and at other times 
wiepetege behind it, and any other rates tied to it 

would then be out of line with the market. Market 
forces cause. bank lending and deposit rates to move more 
Or less together anyway, but the spread naturally varies 
Sver thesbusiness cycle in a way that helps to stabi- 
lize monetary policy, and introducing a fixed spread 
would introduce unnecessary rigidities. into the system. 
im-any case it would place the chartered banks at a new 
Competitive disadvantage if their lending or borrowing 
rates were linked to Bank Rate while the rates of other 


institutiong were left free to move with the market, 


CONCLUSION 
ALS The banks have welcomed the opportunity 
provided by the preparation of this brief to make the 
thorough review of their basic functions that this en- 
Quiry involves. Such reviews are not by any means new 
to the banks because of the necessity of preparation 


for decenni igions af the Bank Act. Nevertheless, 
nnial revisions qf 
1B 
8 * > : WS eo 5 
On this occasion, when baiiking is being considered in 


‘the broader context of its relationship to the functions 
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Of other financial institutions, an introspective look 
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at the role of banking takes on a gpecial Significance, 


114. In making the observations ang recom- 


1 


mendations embodied in the brief, the underlying theme 
is the desire of the banks to maintain those basic 
standards of banking procedure which have earned for 
the’ Canadian banking system an enviable reputation for 
stapility and soundness, while at the same time seeking 
to achieve a more flexible framework of operations 
within which the changing financial requirements of a 
developing Canadian economy may more fully be met. 

ELS, In keeping with this approach we have made 
movepecific recommendations in this’ brief reganding 
Other financial institutions. Our preoccupation has 
been with the desirability of removal from the banks of 
what now appear to be outdated and urine cessary re- 
Strictions. This is not to under-emphasize the neces- 
Sity of fundamental legislative Sadcpaadaniee By, 
guards, but, given the existence of these fundamental 
safeguards, it is our belief that the public interest 
Will best be served by the widest possible area of 


flexibility for banks and other institutions alike. 
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THE CANADIAN BANKERS! ASSOCIATION 


The Canadian Bankers' Agsociation ig the 
Association of the eight Canadian Banks chartered under 
the Bank Act, Its Executive Council is composed of the 
general managers of these banks. The members of the 
Council at the time of filing this brief and their office 


in the Association are as follows:- 


Bank of Montreal 


Canadian Imperial Bank of 
Commerce 

The. Provincial Bank of 
Canada 

The Bank of Nova Scotia 


The Royal Bank of Canada 


The Toronto-Dominion Bank 
Banque Canadienne Nationale 


The Mercantile Bank of 
Canada 
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INTRODUCTION 


in recent years there has been considerable 
progress in understanding the role of finance in modern 
society. It is the hope of the Canadian chartered banks 


Pmetethe tacte and opinions set out in this brief will 


help the Royal Commission on Banking and Finance in its 


enquiry into these matters, to the benefit of Canada ag 
a whole. 


Much of the statistical and explanatory 


material in the pages which follow has been compiled on 


the cee of experience with questions that are likely to 
be asked during Bank Act revision proceedings and simi- 
lar enquiries. However, it should be pointed out that 
part of the material has been included in answer to de- 
tailed and searching questions asked by the staff of 
the Commission itself, in the course of discussions with 
representatives of The Canadian Bankers! Association, 
The chartered banks welcomed these enquiries and have 
endeavoured to deal fully with the important issues 
raised, 

Nevertheless this brief does not pretend tO 
Offer definitive answers to all the questions it raises, 
because these matters carry well into areas where value 
Judgments must be made between alternative objectives 
@nd where it would be neither possible nor desirable for 
the chartered banks as a whole to speak with one voice, 
Accordingly they have presented a common viewpoint 
wherever possible, and where specific recommendations 


are made such recommendations carry the support of the 
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a division of opinion on substantial matters the 
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SECTION I 
POLICY OBJECTIVES AND INSTRUMENTS 


The Objectives of Monetary Polic 


1. . The preamble to the Bank of Canada Act reads: 


Whereas it is desirable to establish a 

central bank in Canada to regulate credit and cur- 
rency in the best interests of the economic life 

of the nation, to control and protect the external 
value of the national monetary unit and to mitigate 
by its influence fluctuations in the general level 
of production, trade, prices and employment, so far 
as may be possible within the scope of monetary 
action, and generally to promote the economic 


and financial welfare of the Dominion ... 


Although written over a quarter of a century ago, this 
Statement ig still remarkably apt. Perhaps the only 
major change needed to reflect current thought would be 
an explicit reference to the objective of sustained 
€conomic growth. 

2. Reporting in 1959, the Radcliffe Committee in 
the United Kingdom listed as objectives in pursuit of 
Which monetary policy might be used: 

(1) A high and stable level of employment. 

(2) Reagonable stability of the internal pur- 

chasing power of money. 

(3) Steady economic growth and improvement of 


the standard of living. 
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(4) Some contribution, implying a margin in 
the balance of payments, to the economic 
development of the outside world. 

(5) A strengthening of London's international 
reserves, implying further margin in the 
balance of payments. eva 

3. Two years later the Commission on Money and 

Credit in the United States, under the heading "National 


Economic Goals", stateq that: 


An adequate rate of economic growth, sus- 
tained high levels of production and employment, 
and reasonable stability of prices are clearly 
the three objectives of central concern t ox 
monetary, credit, and fiscal policies, These 
three goals, however, must be Sought in the 
context of other important national Objectives 
--e. (including) national security.... 
harmonious international economic relations 
and contributions to economic development 
abroad .... economic freedom....(and) an 
equitable distribution of Opportunity and 
income.....2/ 

i/ United Kingdom, Committee on the Working of the 


Monetary System, Report (London, Her Majesty's 
Stationery Office, Cmnd. 827, 1959), para. 69. 


e/ Money and Credit, the Report of the Commission on 


Money and Credit (Prentice-Hall Inc., Englewood 
Beetze, N.J., 1961), pp. 9 = 10. 
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4, Both these reports point out that the attain-" 
ment of the various goals may interfere with one an- | 
other. The U.S. report states that "no single economic © 
goal can be wholly unqualified, because each may have 
to be sought subject to constraints imposed by other 
meoals or Pateosis representing sacrifices, to some 
“degree, of other goals." 3/ The Radcliffe report fol- 


lows up ite liat of objectives with this paragraphs: 


In lieting these five objectives, we have 
to acknowledge that there are serious possibi- 
lities of conflict between them, The choice 
between, where choice hag to be made, is one 
that Governments have to face, The freedom of 
Governments in making these choices is not 
abgolute. It is limited by the importance of 
each of these objectives to the continuous and 

orderly life of society. The immoderate pursuit 
of one or several of these ends at the Bepeaee 
of another may place an intolerable strain on 
the body politic, To pursue the other desirable 
Objectives, cost what it may in terms of un- 
employment, or to sacrifice all reasonable 
stability of the value of money in an attempt to 
realize the remaining objectives, are examples 


of the ways in which society could be disrupted. 


af 


3/ Ibid, p. 10. 


4Y/ Op. cit,, para. 70. 
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5. These descriptions of economic objectives are 
remarkably parallel. In summary, it may be said that 
the most generally accepted goals are full employment, 
stable domestic prices, healthy economic growth, and a 
sound and dependable relationship between the domestic 
economy and the world economy of which it is a part. 

In pursuance of these objectives it may be taken ag 

a general principle that the methods used should be 
those of the normal price and market mechanism as far 
as possible, or at least should be compatible with the 
effective operation of that mechanism, 

Monetary and Fiscal Policies | 

6. Monetary policy and fiscal policy are generally 
thought of as the two main instruments available to 
the authorities for pursuing the major economic object- 
ives described above. When properly used they are com- 
patible with the price and market mechanism; indeed, 
Smoothly operating financial markets are important to 
the optimum effectiveness of both monetary policy and 
fiscal policy, 

{. Monetary policy may be defined ag the use of 
central banking techniques to influence the general 
level of business activity. The aspect of it that is 
most familiar ig central bank control over the level of 
the chartered banks! deposit obligations, which consti- 
tute the main part of the money supply. Of course 
Control of bank deposits also means control of the total 
volume of the loans and investments of the banks, 

8, The essence of fiscal policy is the management 


Of the total amount of government revenues, the total 
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amount of government expenditures, and the difference 
petween them, as a device for regulat ing the pace of 
buginess activity. 

9. Monetary policy decisions and fiscal policy 
decisions, sep rately or in combination, should be 
framed so ag 2 ee investment demand with the flow 
of savings the community generates when operating at 
full capacity. The flow of goods and services through 
the production lines to the ultimate congumer is con- 
trolled and directed by the flow of money payments in 
the opposite direction (the spending stream), and the 
income of individuals and businesses is generated as 
part of the spending Aaa that keeps the production 
lines moving. The point at which the community's 
Saving and investment decisions are brought together 
is particularly vulnerable. These decisions are made 
by quite different groups of people, and for different 
reasons, yet some way must be found to keep the de- 
cisions in balance, otherwise the smooth flow of the 
Spending stream will be interrupted. If the demand for 
borrowed funds (say, ,to invest in new productive enter- 
prises) ig greater than the rate at which the community 
tends to save at a given level of income, expansionary 
forces will be generated; if the rate of saving tends 
to exceed the demand for borrowed funds, there will be 
contractionary forces. 

10. Monetary policy operates basically by in- 
fluencing private decisions to invest or to save, It 
does so primarily by altering the size of the cash base 


Of the economy, but also to some extent by making it 
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easier and cheaper to borrow, if investment needs 
stimulating, or by making it dearer and more difficult 
to borrow, if investment needs to be restrained. It 
should be noted, however, that the interest differential 
tends to press more heavily on social capital borrowing 
than on borrowing for commercial purposes, in part be- 
cause of the impact of the corporate income tax. 
Changes in interest rates are supposed to encourage 
saving and low interest rates to discourage saving, 
menoughethere is some dispute about how effective this 
Rael uUeNICe. w1s: 3: 

ee tLe Canlipol toyseon the sother hand; #operates by 
U@ing a budgetary deficit as a substitute for private 
investment, or a budgetary surplus as a supplement to 
private saving. As we know it today fiscal policy may 
be said to have originated as an aid to monetary policy, 
because in the 1930's easy money and low interest rates 
alone had proven inadequate to stimulate recovery. 
‘For a while, however, it seemed to have completely 
swallowed up monetary policy. In the 1950's monetary 
policy staged a more or less world-wise revival, but 
probably we have yet to see the optimum use of the two 
techniques working as a team rather than as alternatives. 
Limitations of Monetary and Fiscal Policies 

12. One of the most obvious limitations of mone- 
tary policy, already referred to, is that it may fail 
tO stimulate investment sufficiently in times of 
Serious recession, The interest rate that the in- 
vestor would have to pay for borrowed funds is not the 


Only factor involved in a decision to invest, and may 
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mot be a significant factor if there is any doubt about 
the prorit possibilities of the investment. Thus 
monetary policy is permissive-rather than decisive in 
Beer circumetances; it. can be effective in restraining 
an inflationary boom, but it may fail to stimulate ex- 
pansion from a depresseq economic position. 

wor One-of «the *great virtues of monetary and 
Mepgae pOLecice is that they tend to be general in their 
incidence, That L8 to gay they operate on the total 
Spending in the economy, without any marked effect on 
particular sectors, and they offer a minimum of inter- 
ference with normal market forces, but this very 
Virtue implies a corresponding limitation, namely that 
Sthey may be blunt and imprecise, They cannot be used 
to give selective stimulus or restraint to a Ramet etine 
Penton Or Sector of the economy. 

14, Ag stimulants to expansion, monetary and 
fiscal policies can often be effective when the problem 
is one of re-employing pe ople who have been thrown out 
of work by a short-term recession, In this circum- 
Stance there are productive units ready to resume 
Operations, skilled operatives ready and willing to 
get the production lines going, and £0 on. The major 
requirement is to get money flowing back into the hands 


Of consumers; they are likely to spend it, and that Is 


3 
€nough to get the wheels of industry rolling faster 
again, 

15. Monetary and fiscal policies by themselves 


€@n do much less to expand production into new and un- 


tried fields, even if there are substantial reserves of 
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unemployed labour and potential productive capacity. 
This can be clearly seen for example in many of the 
developing countries today, but it algo occurs to gome 
extent here in Canada in relation to efforts to expand 
production beyond pre vious levels or into new lines, 


Such expansion requires initiative, capital, management, 


new labour skills, perhaps new skills in finance and 


marketing and various other fields, ag well as access 
to raw materials; and all of these requirements must be 
brought together in the form of actual going concerns 
of economically efficient size. Suitable monetary and 
fiscal ee can do much to promote a favourable 
climate for developments of this kind, but they are not 
Sufficient by themselves to overcome the various 
problems involved. 

16. However, there is another major limitation on 
monetary and nee policies, and this applies to the 
already developed countries ag well as the developing 
countries, It igs rooted in the fact that any national 
€conomy is part of a world economy in which inter- 
mational trade is extensive and pervasive. Inter- 
mational trade confers major benefits in a great many 
ways, for the Fe ias hostat) div leon of aabours te: ore 
Of the foundation stones of the high standard of living 
the western world has achieved. Nevertheless it does 
inevitably make each country dependent to a consider- 
&ble extent on conditions in other countries, and limits 
the independence of domestic policies in important ways. 


Tt means for example that a part of the Canadian 


Spending stream is directed abroad, and a part of 
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Canadian income originates in spending by foreigners on 
Canadian exports. This complicates the application of 


monetary and fiscal policies in two ways: (1) it in- 


v 


troduces a new possibility of imbalance in the spending 
stream, in that income originating abroad may not be 

in balance with income spent abroad; and (2), unlike 
Saving and investment decisions, foreign spending on 
Canadian products cannot be directly influenced by the 
Jevel of domestic incomes or liquidity. 

17. Foreign trade has important implications for 
mational monetary and figcal policies. The inter- 
national division of labour means that the domestic 
price structure must be kept in line with the price 
structure in other partes of the world. Thig is parti- 
cularly clear for the prices of internationally traded 
goods. Such as wheat, newsprint, and base metals, which 
are of major importance to Canada. However, the same 
is largely true even for domestic goods that do not 
cross any international boundaries in gearch of markets, 
partly because of the competition from imported goods, 
but also because wages and other costs in domestic 
industries are influenced by wages and costs in export 
industries owing to the mobility of labour ore other re- 
BOurces, The result ig that an expansionary monetary 
and fiscal policy will be less effective when domestic 
COsts are out of line, because a substantial portion of 
the increase in spending will be channeled into imported 
G00dS and will not add directly to domestic income. 

18. It may be noted that the interest rate structure 


MUSt be considered as part of the price structure from 
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thie point of view. The interest rate is the price that 
must be paid for the use of gomeone elge'g capital, and 
capital is one of the most international of inter- 
national commodities. Assuming equal economic and 
political stability, domestic interest rates cannot 
get very far out of line with interest rates in other 
countries without causing capital movements that may 
force a change in domestic policies. For example, an 
easy-money policy in one country during a recession 
might reduce interest rates go far below those prevail- 
ing in other countries that it would cause an out-flow 
of funds and either drain exchange reserves or unduly 
depress the exchange rate. Or a tight-money policy 
designed to combat domestic inflationary pressures 
might raise interest rates enough to attract unwanted 
funds from abroad, which would reinforce the inflation- 
ary a threaten an appreciation of the ex- 
change rate, 
Other Policy Instruments 

19. It is quite possible that there ig too much 
concentration on monetary and fiscal policies, as if 
they were the Only means of promoting the desirable 
€conomic objectives discussed earlier. In point of 
fact there is a wide range of additional measures that 
Can be employed to good effect, for example, public debt 
Management, taxation policy, commercial, tariff and ex- 
change rate policies, and measures to encourage in- 
creased productivity. However, this brief must be con- 


cerneg primarily with monetary matters. 
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SECTION II 
THE FINANCIAL ORGANIZATION OF THE CANADIAN ECONOMY 


The Role of Finance 

20. The financial system playe a complex and e&- 
sential role in the mddern economy. It provides the 
meane of payment, in the form of bank notes or deposits 
gubject to BireqhiRia, through which the price and market 
system works. It offers a means of remitting funds or 
collecting funds from afetant places, either within the 
country or abroad. To the saver it offers a wide choice 
of outlets for the Seed entice of accumulated savings 
and facilities for keeping them safe from loss or theft. 
To the creditworthy borrower it offers a wide range of 
sources of ated: from which he can normally expect to 
make whatever arrangements will best suit his needs. 
tt also offers still other services, such as insurance, 
estate management, and so on, 

21. Another major function of the financial 
System ig to mediate between those who do not wish or 
are not able to invest their savings directly in physi- 
cal assets and thoge who draw on the savings of others 
tO supplement their own resources. A substantial 
portion of this mediation takes place through the ar- 
rangement of loang or the purchase and sale of securi- 
ties between principals, either in direct negotiation or 
in transactions through investment dealers and brokers 
On Organized or over-the-counter markets; it may in- 
VOlve the issue of new securities om loan contracts or 


other types of financial claims, or trade in existing 
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claims. Another major portion takes place through 
various financial institutions, such ag banks, trust 
companies, mortgage loan companies, credit unions, in- 
gurance companies, finance companies, small loan 
companies, factoring companies, and others, which re- 
ceive funds from one group and lend to another and ac- 
Bordingly may be described as financial intermediaries. 

fees She Wimportance of effective financial organi- 
fac ionvis®implicit in the need to maintain a balance 
between the community's investment demands and the flow 
of eavines it tends torgenerate when all itesresources 
ere fully. employed, as explained in Section I. Any 
tendency to imbalance in this relationship will make 
itself felt in financial terms, and so must any measures 
taken to correct such a tendency. Both monetary and 
Seecal policies soperate by influencing one.gide or the 
other of this relationship ag reflected in the supply of 
and the demand for financial claims. Sound and respon- 
sive financial institutions and financial markets are 
thus esgential to the use of these policies for pro- 
moting Canada's major economic objectives. 

23. Until fairly recent years it was generally 
held that banks were categorically different from other 
financial institutions in that the former could "create" 
credit whereas the latter could only re-lend funds en- 
trusted to them. Even today there are those who main- 
tain this position. However, an increasing number of 
Economists gee hold the view that credit "creation" is 
not peculiar to the banking system, but occurs in 


basically the same form in various parts of the 
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financial structure. The emphasis ig placed on the 
general liquidity of the economy, not on the quantity 
Oi money alone... It is argued that the. total resources 
available to the capital market. and to:-all financial 
institutions combined is determined by the laying aside 
of financial savings out of income, and that the al- 
masa Lon, OL. thesesresources to banks, and to othex fi- 
mancial institutionse.is determined by the free choice 
Oreceavers in deciding how to employ their savings. 

The distinction between banks and other financial insti- 
Peprons Lies not .in-any mysteriously different source 
of resources but in the ready acceptability of bank 
deposits by spenders and savers alike; bank deposits 
ave.a particularly attractive form of Liquid asset be- 
cause they are a means of payment and hence are useful 


not only as a savings vehicle (liquidity motive) but 


also as working balances (transactions motive). 


ey. It ie of course technically true that the 
Canadian banking system can expand its assets (in the 
form of loans and investments) and its liabilities (in 
the form of deposits) but only within limits fixed by 
the amount of cash reserves the Bank of Canada allows 
them. However, the banks themselves cannot determine 
these limits. It is entirely up to the national mone- 
tary authorities to decide what level of bank deposits 
is appropriate, 

25. It igs unnecessary to attempt to resolve these 
theoretical arguments here, however, important though 


they may be in themselves; the reason for raising them 


09 


is primarily to indicate the complexities of usin 
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monetary and fiscal policies for the promotion of the 
major economic goals described in Section I. The ob- 
ject of the authorities in using these policies must be 
to maintain a balance between the economy's investment 
demands and its rate of saving at optimum levels of in- 
come, taking account of the limitations of these poli- 
cies themselves, This means maintaining the smooth 
flow of the spending stream as a whole .° Fron thts 
point of view it makes no difference whether a loan- 
financed expenditure is made possible by the expansion 
of the money supply (quantity of money) or by more in- 
tensive use of the existing money supply, (velocity of 
circulation) for both affect the spending stream, It 
is clear therefore that the authorities should be con- 
cerned with all forms of credit, including that granted 
by other financial intermediaries as well as by banks 
and including that obtained through the money and capital 
markets, 

26. The type of lending business carried on by the 
various financial intermediaries should not be deter- 
mined by arbitrary rules, but should be left to the 
play of market forces and natural specialization. 
Institutions with long-term contracts predominating 
among their .liabilities, such as life insurance 
Companies and pengion funds, may be expected to seek 
relatively long-term outlets for their funds, including 
bonds-and mortgages, though of course they will need 
ome shorter-term and therefore more liquid assets as 
Well in order to allow for unexpected variations in their 


C@sh flows, Institutions that are designed to provide 
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specialized forms of credit, on the other hand, such 


as finance and factoring companies, etc., may try to 
raise funds through contracts with maturities more or 
less comparable to their loan contracts. In general, 
however, there is no compelling reason for having pre- 
cisely matching maturities in the borrowing and lending 
contracts of the same institution, provided a liquid 
reserve ig maintained that is adequate to the risks 


"nix" is appropriate 


involved and provided the asset 
to the fundamental nature of the business, 

27. In the case of banks it was formerly thought 
necessary that they should confine their loans and in- 
vestments to short-dated maturities, because their 
Obligations are usually repayable on demand. Nowadays, 
however, it is recognized that it is feasible for them 
ferputta Limited portion of their funds into longer- 
dated loans and investments. Nevertheless it remains 
true that the first priority in bank lending must still 
be given to short-term buginess borrowing for working 
capital purposes, because the banking system in Canada, 
as in most other parts of the world, developed in re-%, 
Borise to these needs and there appears to be no other 
Source similarly qualified to provide, administer and 
Supervise this type of loan. 

The Role of the Banking System 

28. Banks are clearly financial intermediaries, 

@nd clearly have a special role to play in the function- 
ing of the financial system. However, while “a bank" 
in popular understanding is a specific and readily 


identifiable type of institution, it 1s not easy to 
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find a satisfactory definition -- a problem that is by 
no means peculiar to Canada. The Bank Act gets around 
the difficulty by defining a bank as "a bank to which 
thig Act applies" (sec. 2), i.e. “each bank enumerated 
in Schedule A (sec. 4)", but that leaves the real 
question unanswered. 

29. One possibility would be to define a bank by 
describing its activities, Among its essential features 
Sreechatcit accepts deposits repayable on demand or 
short notice, gome or all of which are normally trans- 
ferrable by cheque, 1/ and lends or invests the funds 
deposited with it. Other services which are normally 
performed by banks and which are commonly thought of in 
‘Canada as typical banking functions include foreign 
exchange transactions, buying and selling domestic or 
foreign bills of exchange, the cOliect lon of cleaneronr 
Peatentary bills, remittances, cheque clearing, 
issuing letters of credit, giving financial guarantees, 
safekeeping of securities or other valuables, rental Or 
safety deposit boxes, and so on. However, there is 
hardly a single one of these services that is not offered 
to the Canadian public by some financial netiiution 
other than a chartered bank. 

30. Another possibility would be to define a bank 
@f an institution having liabilities that are generally 
&eceptable ae and receiving payments, such as 


bank notes or chequing deposits. This is what 


i/ Canadian law defines a cheque as a bill of exchange 
drawn on a bank and payable on demand. In common 
usage however the term is used to include similar 
bills drawn on other financial institutions. 
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distinguishes “money" from "near money" in most theo- 
retical treatments, and there is some logic in identify- 
ing the money-providing function with banking. 

31. However, it seems impogsible to define bank- 
ing in a way that meets universal acceptance. In what 
follows, unless otherwise indicated by the context, the 
word “bank” will be synonymous with "“chartereq bank" 
and will be used in the sense in which it is defined in 
the Bank Act. 

32. Just as one of the recognized key functions 
of a central bank is that of lender of last resort for 
the commercial banking system, go the commercial banks 
tn turn perform a similar function for other financial 
intermediaries, though this is probably less well under- 
stood, These institutions typically carry working 
balances with the banks, just as other businesses do. 
They also customarily maintain lines of credit with 
their banks, whereby they are able to borrow on short 
notice within agreed limits. In this way they are able 
to operate with minimum working balances and yet with 
measonable assurance of being able to meet any unex- 
pected demand for funds. The liquidity of ane entire 
financial structure thus depends largely on the liquidity 
| Of the banks, 

PPE Modern views of the respective roles of banks 
| 8nd other institutions within the financial structure 
@iffer substantially from those of even a generation 

®80, and indeed one of the most important tasks before 
the Royal Commission may be that of putting these re- 


lationships in better perspective. Without trespassing 
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on the ultimate findings of the Commission in this re- 
gpect, however, it may be said that the present-day 
questioning of older ideas in this fleld does not de- 
tract from the key role of the banking system in main- 
taining a balance between the saving and investment 
decisions of the community. When business te “glack*the 
Almost universal acceptability of bank deposits by 
savers and lenders alike assures the community of what- 
ever degree of liquidity may be necessary to guetain 
business operations. In times of inflationary boom ve 
dependence of a community on money as the means of ef- 
fecting transactions offers the authorities a powerful 
and flexible weapon for keeping the volume Or "2 pend ing 
in line with the physical volume of goods and services 
becoming available. 

34, For their part Canadian banks from earliest 


days have recognized the need to co-operate with 


official financial policies in the public interest... 


They recognize this need no less now, pecause of the 
key position of the banking system in carrying out such 
policies and promoting economic stability. 
Criteria of Performance 

35. Determining whether the financial system Is 
performing adequately or otherwise at any given point 
of time must necessarily involve subjective judgments 
tO a substantial extent. It is particularly difficult 
at times to distinguish shortcomings that are attribu- 
table to the system itself from those that are attribu- 
table to particular policies being pursued by the 


@uthorities or by major public or private institutions. 
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What has so far been said about the role of finance 


goes suggest some reasonably objective criteria, how- 
ever, which should at least be helpful in forming such 
judgments. 

326, One useful criterion is the success of of- 
ficial policies in achieving the major economic goals 
listeqd in Section I. If these goals are being reached 
reasonably successfully, there is a prima facie case 
for supposing that the financial system must also be 
working fairly well; if not, then the financial system 
should certainly be examined, along with other aspects 
of the economy, to see if any improvements can be made. 

37. Whether the economy. as a whole is working 
Well or 111, however, there are certain minimum 
standards that should be met by the financial system, 
The supply and demand for funds in each of the various 
sectors of the money and capital markets should be kept 
in balance fairly smoothly, without sharp fluctuations 
in security yields or interest rates. The differential 
between the rates in various markets should be reason 
able in the light of the underlying differences in the 
nature of the contracts involved, including differences 
in costs of administration or supervision, differences 
in maturity, and differences in risk, Differential ad- 
vantages or disadvantages for certain classes of bor- 
Towers or lenders, or for the financial institutions 
through which they customarily obtain or employ their 
funds, should not be permitted to occur yniess clearly 


hecessary in the public interest. Further, the policies 


“Of all types of financial institutions should be in 
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harmony with the public interest, even if that requires 
some sacrifice of their particular interests; the fi- 
nancial system must clearly serve the public, not the 
other way round. 

38. Finally, and with particular respect to the 
role of banking in the economy, it is submitted that the 
public interest is served by the existence of a strong 
banking system. A bank ig more than a repository of 

deposits on the one hand, and a medium for making loans 
and investments on the other. The fact that the de- 
posits entrusted to the chartered banks are the banks! 
MeaOitities tO the public is an accounting truism, but 
its real gignificance tends to be overlooked or taken 
for granted. Not since 1923 has there been a bank 
failure in Canada, Thus, for a generation, no Canadian 
Bae Lost a night's sleep worrying about the safety of 
his “money in the bank", Indeed, the Canadian banking 
system enjoys a world-wide reputation for soundness and 
Stability, and this in itself hag been a factor of no 


Small significance in the nation's ecomomic development, 
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PART TWO 


THE OFRRATIONS OF THE CHARTERED BANKS 


SECTION I 
RESERVES 


Reserves 
39. Each chartered bank ig required by s.71(1) of 

the Bank Act to “maintain a cash reserve in the form of 
adeposit with the Bank of Canada and of Bank of Canada 
perenne td by the bank, and guch reserve shall be not 
Siece On the average during any month than eight per cent, 
or such other percentage as may be fixed by the Bank of 
| Canada under the provisions of the Bank of Canada Act, 
Mieeucn Of ite deposit liabilities as are payable in 
Canadian currency". These requirements are an average 
for the month, and at any moment of time within the 
month a bank may have either more or less than enough 
Gash to meet its legal requirements, 

40, In November 1955 the chartered banks acceded 
| to a request by the Governor of the Bank of Canada that 
\ in addition to the prescribed cash reserve each bank 
| Would hold day-to-day loans and Government of Canada 
Treasury bills in such amounts that the total of cash, 
day loans, and bills would average not less than 15% of 

G@posit liabilities throughout each month, effective in 
June 1956, 


Management of ‘the Cash Posi 


41, Management of 
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bank is a matter of keeping the cash on hana adjusted 
to the cash needs and wants of the bank. In deciding 
how much cash it should be holding at any moment of 
time, @ bank will be influenced by the number of 
eee days left in the month, by the state of the 
money market, and by any cash gaing or losses antici- 
pated before the end of the month. For example, if a 
new month has just started, if there are limited ee 
portunities for acquiring money-market assets at 
profitable rates, and if large cash losses are expected 
to occur later-in the month, a bank may well be content 
to hold for the time being more cash than it needs Zo 

meet its legal Pe rerente. Conversely, if cash gaing 
are expected to occur later in the month, a bank may be 
Satisfied to hold for a short time rather less cash than 
would otherwise be the case, Considerations such as 
these, ag well ag legal requirements, thus determine 
the amount of cash a bank will want to hold at any 
given moment, 

42, It is a head office function to see that the 
cash on hand is kept adjusted to the current cash ob- 
Jectives of the bank. If the cagh on hand exceeds 
minimum foreseeable at aati in relation to the ob- 
Jeéctive, the bank will immediately try to invest the 
Cxcess, If the cash on hand falls short of the object- 
ive, the bank will try to raise, as cheaply as possible, 
the cash necessary to make good the deficiency. (In 
this way the bank tries to avoid holding more cash than 
it has to or to avoid letting its cash fall below its 


Objective. In short, cash management in a chartered 
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-4]) bank is the.art of. trying to keep the amount on hand 
g| adjusted to the objective of the bank day by day through- 
3) out each month. Ae 3 

43, The task isa complicated one,. for the cash a: 
bank can count on having is affected by many variables 
or unknowns. Each business day a bank « ake Lyie’ fast 
computation of its cash sastiven ter dead LO a haere eee 
getting the results of the Montreal and Toronto clear- 
ings, ‘At this time -it does not know for mind how its 
cash will be affected by such things as the clearings 
in Western Canada, the results of which come in oe fh 
during the day, or by currency shipments taking place 
between its branches and the Bank of Canada that day. 

Yet if the bank wishes to make an adjustment in its 

cash Bor itton that: day it is more or less compelled to 

act on the bade: of the early morning figure; Cash 


“management must also take into consideration known or 


re 
~< 


anticipated changes in large ddosetess the volume and 
timing of the foreign-exchange transactions that the 
bank has to carry out, and the state of activity in the 
money market. All these elements add to the difficulty 
of ascertaining the exact amount of cash firmly held by 
the bank dnd the extent to which cash doaaed ies gains 
are temporary or permanent. 

tu. = =Once a bank concludes that it hag too much or 

» . 

Oo little cash, it acts as-fast as it can to remedy the 
Situation, To do eo it must deal in assets that can be 
easily es or sold for cash in substantial volume, 


Tn Canada these properties are normally possessed by 


‘day-to-day loans to money-market dealers, by Treasury 
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pills, and by short-term Government of Canada securities, 
By using these assets, in lieu of trying to find buyers 
or gellers for less actively traded assets, a bank can 
usually keep its cash Supplies adjusted to its cash 
needs smoothly and rapidly. However, the extent to 
which a bank can reduce its holdings of Treasury bills 
and day-to-day loans is limited by the undertaking to 
meet the 15% liquid asset ratio. In case of need the 
banks may borrow temporarily from the Bank of Canada 
while making more permanent adjustments. 

45. If a bank finds it is continually accumulating 
liquid assets after accommodating current loan demands, 
me Will at some stage begin to switch out of the liquid 
assets into lese liquid ones pce ide more profitable 
Bees for its eunde. In the opposite case, where it is 
continually disposing of liquid assets to meet daily 
cash deficiencies, the bank will be forced sooner or 
later to dispose of less liquid assets, either to raise 
Cash or to restore holdings of liquid assets, and 
eventually it will have to adopt a2 more restrictive 
lending policy. 

46, How quickly a basic trend in the cash aceite 
of @ bank influences its investment and lending policies 
depends on the stock of liquid assets held by the bank, 
the rate at which the stock is changing, and the view 
Of the bank of the intentions of the central bank. [If 
@ bank knows that it ig the intention of the central 
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bank to maintain a given degree of pressure or restrain 


fa af 


in the current economic environment, it will move much 


aq 


faster to adjust ite investment and lending policies 
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than it will if it is uncertain about central-bank in- 
tentions. In the end the timing of the hres re- 
sponse to a basic change in the cash position of a bank 
depends to a very large extent on the bank having a 


clear understanding of central-bank intentions, 


The Present Method of Calculating Cash-Reserve 
Requirements 


fi. From the point of. view of the chartereda banka 
it is desirable that legal cash-reserve requiremente be 
Bpecified ina Re erchart does not add to the uncertainties 
and difficulties in managing their cash posit tons; ein 
terms of these criteria the present method of setting 
the requireménte is Satisfactory. 

48, The formula for determining the eR: of the 
cash reserve required to be maintained by a oarhe Cee 
any month is contained in s. 71(2) of the Bank Act:' 
fl (2) For the purpose of determining the 
amount of the cash reserve required to be 
maintained by a bank during any month 

(a) the amount of its deposit liabilities 
payable in Canadian currency shall be the 
average of guch deposit liabilities at the 
close of business on Wednesdaye in each of 

re four Latemnes weeks ending with the 
last Wednesday but one in the preceding 

month, 

(b) the amount of Bank of Canada notes 

held by the bank shall be the average holdings 
Of Such notes at the close of business on 


ve 


Wednesdays in each of the four consecutive 
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weeks end ing with the last Wednesday but 

one in the preceding month, and 

(c) the amount of its deposit with the Bank 

of Canada shall be the average amount of 

Such deposit at the close of business on 

Bird keel day of the current month, 
Thus each chartered bank's reserve requirement for each 
month is based on figures for a previous period and ig 
therefore known in advance, 

49, The present method of fixing the regerve re- 
quirements in advance for the next regerve period hag 
been criticized on a number of grounds. It hag been 
pointed out that changes in the reserve base, and go in 
requirements, may at times be quite abrupt, requiring 
Similarly abrupt intervention by the central bank if 
it wishes to maintain the same degree of ease or tight- 
ness of Oars Such abrupt changes might also affect 
the money market by causing unrealistic swings in. 
interest rates which could be misinterpreted. It ig 
contended as well that the present method does not 
Cause requirements to change fast enough when all banks 
are expanding simultaneously. In any one month the 
banks could expand in step and would face no restraint 
from a rise in requirements until the following month, 
Tt is asserted that tying bank reserve requirements to 
the latest deposit figures would make monetary policy 
more effective because any increase in deposits would 
bring an immediate deficiency in the cash position, and 
the banks would react ag if the central bank had taken 


Cash away from them. We do not agree with these 
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assertions. 

50. As the requirements stand at present the 
central bank can readily counter any unwanted expansion 
or contraction almost immediately by open-market sales 
or purchases of securities, If for example there ig an 
expansion because the banks are adding to their hold- 
ings of marketable securities the central bank could 
offset it by selling securities. If on the other hand 
the banks are adding to their loans the effects will 
not show up in the open market, at least not immediate- 
ly, but in the deposit liabilities of the banking 
System, If the central bank seeg deposits rising when 
1t would preter them not to rise, it can withdraw cash 
from the banking system to counter the expansion, 

51. Whether an automatic change in the cash 
position, caused by a rise in requirements, is to be 
preferred over a discretionary cash change, produced by 
the central bank selling eee Ae when it sees bank 
dé@posits rising, depends pena on whether the auto- 
matic cash change would occur faster than the dis- 
cretionary change, If the central bank did not receive 
deposit figures until much later than do the individual 
chartered banks, there would clearly be merit in favour- 
ing automatic cash changes. Under Canadian conditions 
however deposit figures are available to the central 
bank almost as soon ag they are to the individual 
chartered banks. 

52. Another criticism of the present formula for 
Betting reserve requirements is the length of the 
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Mveraging period, i.e. a calendar month, which 
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alleged to cause the banks to be sluggish in response 
to their daily cash position. Rapidity of response, 
however, also depends on the instruments available for 
adjusting earievoaeh and on the volume of transactions 
that the market in those instruments can handle. The 


ghorter the reserve period the better the market has to. 
By aut 


tie 


be and the greater the variety of instruments required. * 
A shorter period would make it more aifficult for a bank 
LO carry out its cash adjustment transactions in the 
money Market. On the selling side it would have to 
Bunch ite transactions more, and on the buying side it 
might have to forego some transactions because of limi- 
maenona 1 the market, In other words, shortening the 
reserve period does not necessarily lead to faster 
responses. 

53. If the averaging period were shortened, how- 
ever, the present restrictions on chartered bank bor- 
rowing from the Bank of Canada to make advances to each 
bank are normally limited to a specified amount some- 
what resembling an established line of credit; these 
limits have not been changed in many years notwith- 
standing the gubstantial increase in banks' assets and 
liabilities. Each advance or renewal of an advance is 
made for a fixed period of seven days. The first ad- 
vance in any calendar month up to the specified amount 
bears interest at the Bank Rate. However, a second ad- 
Vance to the game bank in any calendar month, or a re- 
newal of an advance, or an advance in excess of the 


Specified amount, bears interest at some unspecified 
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imitations interfere with the traditional role of the 


central bank as lender of last resort, 

54. Moreover, a “Bank of Canada Funds" market 
would probably be a prerequisite for overcoming the 
difficulties that would ensue. A "Bank of Canada Funds” 
market , in which banks could sell their excess cash 
with the Bank of Canada to banks in need of cash, could 
be introduced, as in the New York money market where 
there is active trading in "Federal Funds". © Whether 
‘such a market should be introduced even under the 
present method of calculating reserve requirements 
Gepends on the: ultimate effect it would have on the 
money market, We are OOS Fb eke to such’ an innovation. 
but we believe that it would inhibit the development of 

the money market, 

55. On balance we consider the advantages of 
fixing the cash Peabke requirement in’advance and 
averaging reserves over a calendar month outweigh the 
disadvantages. We recognize that in the public interest 
bank credit policies must conform to the requirements 
of monetary policy with reasonable promptness, but we 
feel that any proposed change should be clearly justified 
in advance, especially if it would add to the burdens 
that are imposed on the chartered banks and only on the 
| chartered banks, 

56. Another aspect of the present arrangements for 
Cash requirements that the Commission may wish to consider 
18 the minimum level of 8 per cent for the legal reserve 
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relevant question. Too high a reserve ratio puts the 
banks at a cost disadvantage compared with these other 
institutions which are not hindered by legal-reserve 
requiremente in bidding for business, A eerie ratio 
would not impede monetary control and would contribute 
to a more competitive financial system. 

57.» The size of the ratio is of some gignift- 


cance to monetary policy as well. The central bank 


( 


‘presumably reacts to the sum total of economic activity, 


mietuaing financial :-activity inside and outside the 
banking system, in pursuing both its short-run and its 


long-run objectives for the economy, Accordingly, any 


| growth in near-bank financial institutions appears to 


be taken into account by the central bank in regulating 
the gize of the chartered banks' cash reserves, Thus, 
the central bank will evidently keep the cash reserves 
of the chartered banks from being as large as they other- 
wise could be, and the size of the control base on. which 
the central bank acts will therefore be smaller, when 
other financial institutions are growing. If any of the 
growth igs the result of other financial institutions 
having a cost advantage over banks in being free of 
tive requirements necessitating holding more cash 
than would otherwige be held, it follows that the higher 
the reserve ratio imposed on banks the smaller the bank- 
ing Reco iia pe. It would not seem to be in the 
interest of efficient monetary policy to let the control 
base shrink simply because the reserve ratio was set 


higher than it need be. 
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SECTION II 


INVESTMENTS 


3. 


2. 


a OS 
YORE 
ta 


he 
m9 


Purposes of Investment Portfdaliog 


58. One of the primary functions of a chartered 


Fd 
Pe iat 


bank “is to make loans, It follows that bank investment 
Betivities are normally subsidiary to bank lending 
activities, Since loans vary as a result of seasonal, 
cyclical, and irregular influences, a chartered bank 
must be able to adjust other earning assets up and down 
fairly readily in order to accommodate its borrowing 
customers and the investment portfolio permits this to 
be done, while employing the residual funds proritaply. 
29. <A large proportion of deposits (about 40%) is 
in current accounts which are legally payable on demand, 
and most. of the balance is in personal savings deposits 
Which in practice are also paid on demand, even though 
notice could be required. Because of the large number 
of accounts involved, the deposits of an individual 
bank tend to remain relatively stable in relation to the 
total level of deposits in the system. However, over 
Short periods of time a bank's deposits can be adversely 
affected by substantial withdrawals, ag cheque payments 
ere made by customers of that bank to customers of 
Other banks, without an equal volume of offsetting 
transactions happening to go in theother direction, 
Under such conditions one bank can lose cash. in the net 
Clearing of funds while others gain. Such clear is 


m a 
fluctuations have become more pronounced since the 


broadening of the money market which commenced in 195+. 
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The large corporate depositor moves his funds about in 


a variety of short-term instruments, and a fortuitous 
combination of several large transactions can have a 
substantial effect on the cash position of a gingle 
bank. In order to meet any conceivable cash withdraw- 
al, large or small, on demand and without the slightest 
qualification as to its immediate availability, a bank 
must have readily realizable investment assets in aq- 
dition to cash itself. 

60, peel, the further away from cash an ne 
vegtment ene higher the rate of interest it earns, 
Hence the management of a bank's investment portfolio 
usually consists of steering a judicious course between 
low-yielding “near-cash" assets, and higher-yielding 
less-liquid assets. To be a "near-cash" asset in this, 
sense, an asset should be not only readily saleable, but 
also saleable 4 quantity without significantly de- 
pressing the price. Almost any agget can be sete fairly 
Quickly if the price ei low enough, but few assets can 
be sold within the day. The most easily realizable 
assets are day-to-day loans, and Treasury bills issued 
by the Government of Canada. Ranked behind these assets, 
in terms of liquidity, are short-term Government of 
Canada bonds, medium-term:"Canada's", provincial short- 
term bonds, longer term Canada's and provincial bonds, 
municipal 7 corporate securities, mortgages, and other 
ageeta, but not necessarily in that precise order. 

6. It might be argued that commercial loans 
themselves are more Jigutd than many of the above 


investment assets, in that they are nominally callable 
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on demand. In practice, however, a chartered bank does 
not “call” loans from its customers for reasons of 
Berel liquidity (except for day-to-day loang to the 
money market), and would be extremely loath to do so. 

62. To give a balanced strugcure to the bank's 
assets, which ig important for a flexible bank lending 
policy and eee the confidence, of, thes general 
public and of customers at home and abroad, the weight 
of risk assets must be balanced by a proportion of 
relatively riskless assets (riskless in the credit 
sense, though not necessarily in the market sense), such 
| as securities of the Government of Canada. Other in=: | 
vestments, such as provincial and municipal bonds, and 
Gorporate. securities, have varying degrees of risk, 
though generally speaking the degree of risk on any of 
them ig considered less than on most commercial loans. 
| Even this is not always the case, as a commercial loan 
to a strong corporation ie often less risky, and some- 
times more realizable, than an investment in some muni- 
cipal or corporate obligations. 

63. In the maintenance of their investment port- 
folios the banks do from time to time participate in the 
| finane ing of federal, provincial, and municipal govern- 
ments, and to a lesser extent of corporations, As 
Mational savings institutions, the banks share in the 
task of providing funds for the financing of both 
Current and short-term capital requirements of all three 
levels of government. The federal budget is one of: the 
MOSt significant factors affecting the size and nature 


Of chartereq bank investment portfolios. Dur 
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Second World War, huge budget deficits were financed 
in part by the chartered banks, In the first seven 
years after the war some federal debt was retired, and 
the growth of the economy brought other potential 
lenders into the market, so that bank holdings of 
Government bonds were reduced absolutely and also 
relative to other bank assets which expanded under 
peacet ime conditions, Since the mid-fifties, the re- 
appearance of sizeable Government deficits accompanied 
by more active monetary policies has led.to a greater 
variability in bank holdings of Government securities. 

64, The foregoing paragraphs surely demonstrate 
that the employment of surplus funds is a matter of 

continuous concern to the management of the banks, ag 
is the maintenance of the combination of earning assets 
most appropriate to any given period of time. Such 
assets - normadiy,in excese of the bank'!s.dlabilities 
to the public and therefore the often-heard claim that 
the banks have “idle savings deposits" is a complete 
mis-statement of fact, 
Bank Investment Portfolios and the Business Cycle’ 

65. As discussed earlier, short-run fluctuations 
in bank deposits and loans are met primarily by in- 
ereases or decreases in "secondary reserves" -~- day-to- 
Gay loans and Treasury bills. Such fluctuations relate 
Mainly to day-to-day movements in net clearings of 
G@posits between banks, to short-run changes in cash 
reserves brought about by the actions of the Bank of 
Canada, and to seagonal and special ini 


those related to changes in the public demand for bank 
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notes or by the payment for large new security issues, 
at Longer-term moveménts in security holdings 
are\likely tobe Deak cyclical influences which 
erred all banks rather hee individual banks, An up- 
ae of business generally brings with it a rise in 
business inventories, an expansion of working capital 
requirements, and a general drain on the liquid assets 
of bank customers which causes them to employ more 
fully their existing lines of credit at the banks, or 
to seek larger lines. In recent periods of this kind 
the banks have been able to expand .both theirz eens and 
their total assets only ag long as the Bank of Canada 
has been prepared to expand the total cash reserves of 
the banking system and hence the total supply of money. 
When the ee paneton of the money supply has been brought 
to a halt by the central bank the chartered banks have 
been able to increase their loang only by selling 
securities, The process of liquidating securities when 
the total volume of bank deposits was constant, or 
rising only slowly, was a factor in a fall in bond 
prices and a rise in short-term interest rates, since 
buyers of securities did not appear except at lower 
Price levels. In gome circumstances the federal 
wy 
budget} might have been expected to act as an offsetting 
3 
factor, if under good business conditions the budget 
had swung over to the surplus side, enabling the 
Government to retire some of its maturing issues. More 
Often the scale of demand for credit in the private 
€ector of the economy ha@ outrun the decrease is the 
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themselves selling their holdings on a falling market. 
Indeed, in the years since 1957 the Government has 

; % 
consistently operated at a deficit, thus adding to the 


pressure of demand for credit. As short-term security 


“prices have fallen other institutions have been af- 


fected and the rise in interest rates has spread into 
Peery fein ‘aria longer-term bonds. 

67. When business is deteriorating, the demand 
for bank credit and competing forms of credit by fee 
private sector of the economy tends to decline. If ind 
federal government employs the counter-cyclical device 
of deficit financing, it may call upon the banks, 
directly or indirectly, to take up sizeable new rages 
merecurities. “The een bank may enable this to be 
done by providing the meh ies wbthe suffilelenteweeerver To 
Support large-scale buying. Easy monetary conditions 


imply relatively low rates of interest, so that. the 


banks have often found themselves buying bonds at: high 


prices (low yields), knowing that later on they might 
have to sell at low prices (high yields) -- in order 
to accommodate their customers when conditions changed 


and money became tight. The only way out of this 


dilemma hag been to hold a substantial volume of 


securities which mature within a short time. Of course 
thig meang sacrificing yield for liquidity. Exper lence 
Since the mid-fifties shows that the banks have 

learned that, given massive government counter- 
Cyclical fiscal policies and widely varying monetary 
Conditions, their investment portfolios must be 


Shorter than was the case formerly, and that 
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thought has to be given to anticipating changes in 
business conditions, 

68... The effect of the cycle on the banks has 
ae aggravated in recent years by the market reactions 
of other financial institutions, corporations, and the 
general public. In attempting to foresee changes in 
monetary and fiscal policies, both lenders and borrow- 
ers try to act in advance of the event. Hence interest 
rates may start rising long before a busginegs recovery 
gets under Way, and even in the face of continued mone- 
tary ease, Expectations of this Sort have been signi- 
ficant in recent years, in the ms, as well as Canada, 
and have helped to contribute to confusion as ‘to the 
proper course to be followed by the monetary authorities. 

69. Both domestic and extuenal forces can create 
Circumstances in which bond prices decline sharply. 

A notable example of such internal conditions occurred 
during the summer of 1959 when the pressure created by 
Substantial sales of sacha Gt in a market where 
buying interest wag nominal forced prices of short- 
term Securities sharply downwards until ydelds were 
(Considerably in excess of 6%. For example, on August 
13th the average cost to the Government of Canada of 
borrowing by way of three-month Treasury bills was 
6.16%, and on September 14, 1959, the cost of borrowing 
in the form of l-year bonds wags about 6.80% and of 3- 
year bonds 6.52%. The Government of Canada, as the 
Prime credit risk, is generally able to borrow at the 
lowest cost for any specific term, The cost of money 
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to any other borrower should have exceeded these rates, 
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ang while this was true of borrowings in the market 
place, the banks were faced with lending at not more 
than 6%, because of the limitations of the Bank Act. 

Ags a result, borrowers who might normally have been 
expected to have recourse to the market sought in- 
creased accommodation at lower Se TE, the banks, 
thus placing a further strain on bank resources, The 
substantial amounts normally borrowed outside the bank- 
ing system were sought from the banks in competition 


with the normal demand for loans arising in the busi- 


70. Even partial fulfilment by the banks of ab- 
normal demands is difficult and expensive when loanable 
funds have to .be obtained -by Liquidating securities at 
low market prices. The procedure is much more ex- 
pensive and the problem more acute than is suggested 
Superficially by the selling of securities yielding 
more than 6% in order to invest in loans at not more 
than_6%. For example, in the easy money period of 
1958 chartered banks participated in the Conversion 
Loan by acquiring large holdings of the new Conversion 
Loan issues of 3% due Re eciberian 1961, and 3-3/4% of 
September 1, 1965, both of which were entered on the 


books of the banks at or near 100. 
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3% Dec. 1/6l 3-3/4% Sept. 1/65 


Agsume issues 
carried on banks! 


books at 100,00 100.00 

If bonds sold on 

Aug. 26/59 

Market price 

obtainable* oGwel 88.25 
Logs on Sale 6.50 11972 


* Source: Bank of Canada Statistical Summary. 

fl. Thus, within one year after the purchage of 
these issues market prices had declined because of 
tight money conditions by $6.50 and $11.75 per $100 par 
"value, Oi tun ste words, by $650,000 and $1,175,000 
per $10 million par value. Moreover if, when the bonds 
were Sold, the proceeds were invested in loans at the 
maximum rate of 6% the loang would have had to be out- 
standing for extended periods: before the increase in 
interest earnings would compensate for the substantial 
book losses, viz.: nearly 30 months to recover the 
loss on 3% bonds due December 1, 1961, and nearly 92 
months to recover the loss on 3-3/4% due December 1, 
1965. These calculations are based on the maximum 
Bensine rate of 6%, which would not be applicable to all 
Customers, since the prime loan rate in fact never went 
| above 4-3/4%, Moreover, no allowance has been made in 
| the calculation for the real possibility that lending 
ates might decline, ag in fact they did before the end 
of the period during which the loans would have had to 
Temain outstanding. 

f2. Obviously, neither bank nor customer expected 


loans made in 1959 to remain outstanding for such 
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extended periods, so that the banks could not expect to 
recover the logses on securities gold. The cane were 
fully aware that they were taking substantial losses on 
securities, and also rapidly depleting their reserves 
On securities. At the same time, however, ag the 
business upturn continued they were under pressure to 
continue making loans to thein customers. In April of 
that year the prime loan rate reacheg 5.75% and teen 
was no further possibility of rationing credit by 
price, that is, through interest rateay aThe banks 

then asked their adrge customers, especially those who 
were making use of non-bank sources efvered ity itéagd— 
consider their requirements for bank funds, and some of 
the large lines of credit were reduced by agreement, 
Throughout this period however the banks made,a sell 
liberate effort to continue to meet ona cate basis 
the requirement of small borrowers. In May 1959, the 
banks made a ‘i announcement that they would exer- 
cise the utmost care he the handling of their credit 
facilities in order eee any Significant further 
increase in the over-all total of bank loans. Despite 
this announcement the demand for loans continued to 
tise sharply, to a considerable extent because the | 
level of market interest ‘ratee had been pushed above 
the 6% ceiling on bank loans. Market influences there- 
fore Provided an incentive to seek accommodation 

through the banks for new money requirements, and to 
delay the reduction of bank loans by normal funding 
Operations. The crisis of Liquidity came to a head in 


the abortive Treasury bill tender of August 1959; 
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shortly thereafter the demand for bank Mtoe began to 
recede. | | a; 

73. How far can the process of selling gecurities 
Boeeperore & bank feels that ites liquidity is at a 
minimum level? This depends on several factors, which 
are: (1) the extent of the rise in yields and the 
Boncurrent fall in prices, and hence the cost of liqui- 
dating securities; (2) the size of the unused portion 
of established lines of credit; (3) the size of the 
BOrttOli0.of securities, both absolutely and in relation 
to other banks, and the speed with which it is being 
reduced; (4) the views of the monetary authorities; 
(5) the ability and/or willingness of Bate manage - 
ments to change their lending policies; and 6) “ex- 
Bectat Ons regarding the above factors. 

74+. Experience of the two periods of extreme 
monetary tightness which occurred in’ the 1950's gives 
Some indication of the minimum levels of Government 

| portfolios considered essential by the banks in such 
Circumstances, In late 1959, for example, with cash 

reserves at 8% and secondary reserves scraping the 7% 
minimum agreed levels, the banks held combined port- 
folios of Canada's aggregating less than 15% of 
Canadian dollar deposit liabilities. Hence it is 
Clear thatthe Government securities portfolio is re- 
ducible only within limits, beyond which the banks 
regard it ig essential to the general safety of deposits, 
Government of Canada Bond Portfolios 

75. The general policy considerations relating 
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to the size and character of the chartered banks 
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1! portfolios of Government of Canada bonds have already 
2) been set out. The facts regarding these portfolios 

3) may now be summarized briefly. 

4 76. In 1954-55, credit extended by the banks in 
Meche form of Canadian loans, mortgages and non-federal 
government securities amounted to about 52% of Canadian 
dollar deposits. By 1960-61 such accommodation haq 

Me rchees to 65% of deposits. This percentage is the 
highest since the nineteen-twenties, and it has been 
maintained for some two years, There has thug been an 
upward shift in the proportion of loans to deposits, 
and a corresponding downward adjustment in the level of 
security holdings which the banks have been pre pared 

to accept. 


(7. The introduction of N.H.A. mortgages in 1954 


and the secondary reserve agreement which came into 
effect in 1956 of course had important effects on the 
investment portfolios of the banks. From 1954 to 1961 
N.H.A. mortgages grew to about 7% of Canadian deposits, 
Holdings of Treasury bills were increased from 3.2% in 
March 1954 to roughly 8% - 9% in 1961. In addition, 
the banks at the latter date held about 1% of deposits 
in the form of day-to-day loans. Government securities, 
other than Treasury bills, which constituted roughly 
2% of deposits in 1954, were only 18% of deposits in 
1961, 

78. A classification of Government of Canada bond 
holdings seems to Suggest that the increased require- 
mnts for Treasury bills have not produced any lasting 
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which are required for liquiaaty purposes, (xt should 
be pointed out that it is not the 15% Ligue nee re- 
quirement which provides real liquidity to the. banks, 
but only the excess of secondary reserves above 15%, 
plus the holdings of short-term Canada's. } The ratio 
of under-two-year holdings to Canadian gollar deposits 
was 7.0% in March 1955 ang 7.7% in December 1961, 

In the interval, there were periods when bank holdings 
of "shorts" went down to figures as low as 3 - 4% of 
deposits, in the tight money squeezes of 1956, 1957 ana 
especially 1959. On each of these occasions, the banks 
"ran off" or sold their shortest maturities, but theiz 
Sales of medium and long bonds were less because of 

the large irrecoverable losses which would have been 
incurred. 

79. The Conversion Loan in 1958 induced some 
lengthening of portfolios, especially in the over-ten- 
year category. But the banks shortened up again in 

late 1958, and have Subsequently reduced their per- 
centage of over-ten-year holdings. The percentage of 
Government of Canada bonds in medium-term maturities 
(5 - 10 years) has declined Significantly, as has the 
@verage maturity of bank holdings. 
The Non-Federal Portfolio 

80, Bank holdings of “"non-Federal securities", 
Beek; provincial, municipal, and corporate securities, 
are discussed below. Holdings of such securities are 


Small relative to holdings of Canada's, and they do not 


tne 


Perform the same function as do the securities of 


federal government. That ig, they are not related 
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directly to the problem of maintaining short-term 
nquidity against fluctuations in loans and deposits 
Wb, because they do not enjoy as broad and active 
a market as do federal obligations, 

81. On the other hana, hold ings of provincial and 

Hh 

municipal ponds are by no means dg “vdreed from liquidity 
considerations Altogether, The banks tend to buy 
short- term and fed Lutte term OS ai bonds, rather 
than long-term issues. Their municipal holdings are 
confined very largely to serial issues maturing within 
five or ten years, partly because this suits the asset 
structure of a commercial bank, and also because it 
helps to facilitate the repayment of debt by the 
municipality over a full 20-year period, with longer- 
term investors Subscribing for longer maturities ag a 
rule. 

82, The banks buy provincial and municipal 
cecurities to obtain good yields combined with an 
early return of capital, and to assist in the under- 
Writing and marketing of. such issues. 

83. Corporate securities are also held in bank 
portfolios in part to accommodate borrowing customers, 
They are sometimes acquired in relatively large blocks, 
and are frequently hard to distinguish from term loans 
except in form, During periods of easy money, such ag 
in 1955, banks have been substantial buyers of corpor- 
ate bond issues, but in recent years holdings of such 
bonds have been gradually running off without being 
fully replaced. 


84. The banks do not purchase equities to any 
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great extent, largely because they are foreign to the 
main purpose and nature of a commercial bank, 

85. The amount of provincial and municipal 
securities held by the chartered banks has been rising 
gradually in recent years but has not grown as rapidly 
as total bank assets. At present holdings of these 
Securities amount to about 4% of Canadian dollar 
deposits, It might be noted that fluctuations in bank 
holdings of municipal debentures from year to year have 


tended to be in a somewhat narrower range than the 


variations in holdings of provincial bonds; the princi- 
pal reason igs probably the continuing supply of muni- 
cipal offerings by way of. short-term eérial itssauea. 

86, Bank holdings a provincial and municipal 
Obligations while continuing to be substantial, have 
been declining as a percentage of the total outstanding 
debts of these two levels af goverment. Among the 
reasons for this decline are the relatively rapid 
growth in provincial and municipal debt and the 
lengthening of the terms for which provinces and muni- 
Cipalities borrow, and the recourse of provinces to 
Other sources of funds. 

87. The pressure on bank resources has tended to 
‘limit bank buying of provincial and municipal securities 
during periods of tight money in-particular. During 
Periods of easy money, the current flow of such securi- 
ties has been sufficient to replace maturing holdings, 
But not sufficient to raise the percentage of assets 
he1q in this form to any appreciable extent. 


@ition, the banks have found it possible, during periods 
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of tight money, to dispose of some short provincial 
coe which had low coupons and which therefore ap- 
pealed to certain taxable individuals and corporations, 

88. Another factor is that the provinces and 
their important agencies, guch ag the Hydro authorities, 
have tended to borrow for longer terms than the banke 
find appropriate to chartered bank investment objectives, 
This in turn reflects the nature of their capital 

-works, which have been increasingly long-term in 
character, 1.@., schools, hospitals, sewer plants, 
hydro installations, and so forth. 

89, Banks may purchase corporate securities 
either through the market as a profitable outlet fon 
Surplus fundge or directly from borrowers at the time 
of issue as an accommodation for their customers. The 
latter type of purchase is related to the eranting or 
term loans which is discussed in Section III, -. Whether 
@ particular borrower should be urged to go to the 
market or not will be influenced to some extent by 
whatever is the Current policy regarding term loans. 

It will also be influenceg by other factors, including 

the receptivity of the market itself, the nature of the 
customer's requirements, and algo the important matter 

of a proper balance between floating and funded debt 


in the corporate structure. 


90. In the past few years chartered bank holdings 
Of corporate securities have fluctuated between $450 
f t 2 Wr 2 Of 
million anq $550 million and are currently about 3.5% 


Of deposits, These holdings expanded considerably 


during the easy-money periog of 1954-1955 when the 
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capital investment boom was getting under way, but have 
shown a continuing slow decline since then. 

fee bubane the Cight SEES conditions which pre- 
vailed in varying degrees for most of 1959, the cor- 
porate securities holdings of the chartered banks de- 


clined $40 million, or 7.2%, which probably represents 


the amount of maturities. This points to the principal: 


disadvantage inherent in this type of investment, that 
ig, the lack of marketability. On the other hand, the 
Bees thine deciine=in corporate securities quring» the 
comparatively say money conditions of 1961 indicates 
that the banks have not resumed their participation 
Qutingothis. latter >period, partly because business 


demands for capital funds have been relatively modest, 


i seg Horie asorvepaee eco iiaty my nae 3 pe. + 


tediogtiy ait ot evatoq erat .satd2cidsi Fo. tewom 


| “i> oe Temy : 
; Siu: tt 
Pal — a wil 


Y, 


“noo sav GGL ‘to 2900 got Sherged, walysss 
“Oh: ead pexrotrade. sift ts sparbcod nel t?uo8 ag! 


adhenssaa's yitsdeeg fatdw ,4s.T ws mace. . 


¢sat Jnsateeval So sqyt and? al saetedat 9gstis . 


_ Cw) ; 
ov us 


643 . beet sotto 62 0G vslitcszenuam a0, aout an 


jit: goiicwp sabelyness 30 Ssodrem m2) en fa96 ttl 


aio 43863 ine? faet 10' savisiiaoo yerom Mr clown tan 
not TaqhotIusq x af? ogi ‘pot joa evsd siaell a 

= ¥) i 

paenisid -eeusiod. ylIteg , bolveg: ted 780 art? poi 

. TAOHCA ylsver ates gaod eyed spawd Latiqso xo’ Ob 


; Nethercut & Young Ad. 16 


Terente, Ontario 


SECTION III 


LENDING 


General Credit Policy 
Se) field" Bo lonely che, chartered banks have been 


the primary source of short -te teens g working 
Pemital.ocnce the war the Ganadian economy has 

grown rapidly and Bq waiey ow) 1 imatte the banks, have -peen 
expand ing ee facilities and broadening and develop= 
ing both deposit and lending services. Changes in 
bank lending policies have been encouraged by the new | 
Brpantunit ies, of the postwar economy, by the intro- 
duction of new type of Government-guaranteed loans 
for special purposes, by the example of developments 
in banking in other Pent at oe, especially the United 
ae and the United Kingdom, and by very active 
competition among the chartered banks themselves. The 
result is that although the main emphasis is still on 
Short-term commercial ae the banks are now ac- 
customed to make loans for a much wider variety of 
purposes than they were in 1935. 

93. Bank lending policy is formulated by the 
management of each bank, taking into account market 
conditions, general economic trends, and changes in 
monetary policy. Lending policy may be revised, for 
example, if weakness appears to be developing in..@ 
particular industry. The banks may try to discourage 
their customers from overexpans lon in that line. 
Policy changes of this king reflect the continuous as- 


Sessment of credit risks which is @ part of the 
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ordinary process of banking. ~ In addition, however, as 
the business cyele moves from one stage to another, 
changes in official monetary policy will produce cor- 


responding changes in the lending policy of the 


chartered banks. If this latter process is to work 


“~ 


‘smoothly it is» necessary that official policies be. 
adequately Signalled and clearly understood. 

| Bie In administering credit policy it is usual, 

to Poputan lines of Poe major customers who 

have a continuing need for accommodation, A line of 

credit is a stated amount ecu Gace tek @ bank has in- 

dicated its willingness to accommodate a customer for 
a stated period of orien Supjecc sto Gne customer's 

§ : é 

continued credit-worthiness and to the: maiLntenance aon 

any conditions which may have been agreed upon between 

the customer and the bank, and subject also to general 

monetary conditions. It is usual for all commercial 


--borrowere to operate’ under lines of credit but;in. 


practice other customers may also arrange to borrow in 


this way. 


s ’ . 
95. The line is commonly reviewed once a year, at 


the time that the customer's balance sheet becomes 
available, and he is able to project his financial 


* 
eas 2 is e 
position a year ahead. However," it may be reviewed at 


Other times if the customer gets into difficulties or 


if there ‘is a credit crisis, as in the summer of 1959. 
The line of credit lets the customer know how much 


Credit he may normally expect in his operations, and 


authorizes the branch manager to make loans to the 


customer up-to the agreed amount as long as there is no 
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adverse change in circumstances, 

96. Banks view their lines of credit with a real 
sense of responsibility. Ags long aga line of credit is 
outtitind ing the bank's management regards itself as 
committed to making loans within the stated limit, sub- 

ject to maintenance of the credit-worthiness of the 
borrower and snbject algo to the genezel, Avetaen eee of 
loanable funds. Credit stringency may on occasion re- 
quire the reduction or adjustment of credit lines, which 
may impose some hardship on the borrower; however, 
*normally a full discussion ig held with the borrower 
peeorc, such actions are taken. Even in the credit crisis 
of 1959 the banks continued to provide funds under lines 
Or credit in conditions of extreme difficulty and when 
the cost, in terme of losses on securities sold to pro- 
Zoe avartlable Joan funds, was very great. 

97. Bank lending policy. .is applied by issuing in- 
Btructione to credit supervisors at the head office, to 
the various regional offices Baie a4 pranch managers 
across the country, who are expected to follow them 
closely in making the loans whieh fall within their 
discretion. In thig connection it may be noted that 
the period ince 1955. has been the first for a generation 
in which the branch system hag had to adjust to a 
changing monetary policy. .Moreover, on occasion the 
Somewhat obscure nature of monetary policies has made 
it difficult for head offices to determine and com- 
Municate appropriate policies to branch managers. Once 
&@ given policy ig established, there is a natural 
reluctance to introduce changes in lending policy until 
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conditions have changed to such an extent thai a modifti- 
cation is clearly indicated, 

98. There are other practical problems which 
arise in ing lending policies to chang ing 
economic bond tt tone # 

(i) ‘the banks may not be sure that a signifi- 
cant change is required until it-laelaté lintthe 
business cycle. This is partly a matter of 
assessing business conditions correctly, of 
interpreting the Policy .on-the monetary author- 
ities properly, and of allowing for the leads 
and lags which frequently occur in the be- 
haviour of demand for bank loans. Gene rata yy, 
bank loans are thought to lag behind a business 
recovery, but i was not the case in 1955-56, 
Again, bank loans may rise because business is 
deteriorating rather eeaciaee a ee or they 
may rise as business accuires larger inventories 
ahead of a real Pr cicuxes in business. When 
reviewing individual accounts it is often qgif- 
micult to Re from loan changes what the 
underlying changes in buginegs have been. A 
further complexity is the problem of sort ing 

out seasonal from other influences, 

(41) Adjustments in bank lending policies, apart 
from interest-rate changege, take effect 
‘primarily Bieonch alterations in lines of 
credit, and thus take some time to have their 
full effect. A changed policy can be applied at 
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of credit, but it is not possible to review 

all existing credit lines and loan commit- 

ments at once. — indeed, -the “head office sof ra 
_. bank may not even know what its aggregate loans 

are doing until eight days after the event, 

i.e., until the make-up of figures for the,;pre= 

ceding Wednesday week, It is extremely difficult 

for banks to anticipate the take-up of unused 

Pinee ‘Or Credit. 

(1ii) In addition to the above factors, there 

te the natural tendency of commercial bankers 

to make good loans whenever possible. The 

peer ihe of branch managers is aimed at. the 

development of officers who can seek out lend- 

ing SORA tee and make good loans. The 

manager's recognition and advancement depend to 

@ significant degree on his abilities in making 

loang; He therefore’ finds it difficult to ac- 

Boe. e-policy of "refusiig loans or cutting Back 

the existing lines of Seed Wea customers 

99. It should be remembered that ‘the Canadian 
branch banking system has an important degree of built- 
in flexibility, because behind each branch stand the 
resources of a large natibn-wide institution. The 
branch is not limited to its own resources, and subject 
to the general availability of funds,each borrower may 
be dealt with on his own etits without regard to the 
position of the branch. 
100. The sharp fluctuations in monetary policy 


have Ba many cases encouraged eustomers -t0 protect 
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themselves against possible restrictions by asking for 
‘a line of eredit higher than theirz cad wes needs. The 

_ ae of stand-by charges has. often been pats 
gpeeted as a sia of bringing lines of credit qown closer. 
to actual borrowings. Stand-by charges would probably 
have the aaa of discouraging customers from asking 
for unve|/sonably large lines of credit, and thus make 

Lt easier for the banks to predict the trend of their 
loans and so manage their resources more efficiently, 
Stand-by charges would also be likely to discourage 
large customers from uging the banks ag "umbrellas", 


i.e, establishing big lines of credit but using them 


Only when they cannot borrow more cheaply elsewhere. 


Ne 0? v ‘9 
‘x. 


Pols On the other sige, however, there are a, South 


y 


J 


ea 


number of reasons why the banks ara) elie tant to im- 

_ pose stand-by charges on all lines of credit. As long 
as the line does not have a contractual status the 
pik knows that it can protect itself by reconsidering 
credit facilities if necessary; if a fee were exacted 
the bank might, in the absence of protective provisions, 
be legally committed even if circumstances changed 
drastically. Normally there are wide fluctuations in 
each loan account over the period of a year. For ex- 
ample, a customer may buy inventory and require working 
Capital to finance it, then when. he sells the inventory 
he may still need funds to finance his receivables. 
Finally, the loan is paid off. Such fluctuation in an 

- @ccount ig a healthy sign. If the customer had to pay 
@ Stand-by charge he might borrow the full amount and 


try to employ the funds gomehow even when he didn't 
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need them in his operations. This would make it qif- 
ficult for the bank to have a proper understanding of 
his position and,-more important, would deprive the 
banke of one et. the, big. factors.in.theimn flexibility, 
At present loang, in different industries follow dif- 
ferent| seasonal patterns, so that loans to merchandisers, 
for inpkance, are at their peaks at a different time 
from Loans to the eee industry. The banks 
can count on this pattern, so that there is a continuoug 
ebb and flow of loan demand, and it never happens that 
all iines of credit are drawn down to their maximum 
amounts at the same time. If all borrowers always 
borrowed their total. Line ‘Pygredtt the banks would 
LS 
have much less flexibility in their operations and much 
less freedom to manoeuvre, to take on new customers or 
_take advantage of opportunities in lending or invest- 
ment ag ee anoge'. 
Credit Allocation 
102, The maximum rate of interest which banks 
could charge on their loans wag 7% until 1944, when it 
was lowered to 6%. At that time the general structure 
of interest rates was low and the ceiling had little if 
any significance, From 1944 to April 1956 the prime 
loan rate of the chartered banks was 4.50%, but it rose 
Gradually to 5.75% by August 1957 and has varied only 
between 5.25% and 5. 75% ever since then. This means 
that the banks are no longer able to use an increase in 
lending rates to moderate pressures on lending re- 


Sources. It also means that the differential bet 
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service requirements is almost eliminated. The ceiling 
forces bank lending rates into a rigid pattern in which 
almost all borrowers pay much the same rate, Without 
the ceiling a flexible range of rates would be sub- 
stituted for the present fixed level, 

103. When credit is gcarce and the banks are un= 
able to raise lending rates further, they do not 
usually establish special restrictive policies regarding 
loans to particular industries, and never do so in 
respect of loans in particular regions, cane types 
of loans are usually curtailed as less essential, such 
as term loans for projects which could be financed out- 
Side..the banks, loans to buy securities or real estate 
for speculative purposes, Loans to other credit- 
granting institutions are also restricted when money is 
tight. In the main, however, the process of rationing 
eredit involves reviewing each individual loan account 
Eon the score of the borrower's need for the funds, his 
possible alternative source of funds, the collateral 
advantage to the bank from the account, and any 


+ 


competitive factors which may be involved. t cannot 
be emphasized too strongly that having to implement a 
tight-money policy by placing restrictions on individual 
borrowers, having to choose among equally creditworthy 
Customers and having in effect to decide which projects 
“may go forward and which may be stopped by lack of 
funds, ig a difficult and disagreeable task, but one 
Which in the boom phase of the economy sometimes be- 


Comes necessary in order to conform to current monetary 


Policy, 
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104. In the first instance a bank will usually 
restrict borrowing which appears to be non-essential. 
When a customer's balance sheet is examined it may ap- 
pear that the line of credit which has been asked for 
Beuneem relative to the size of the business. This may 
be because the borrower is trying to protect himself 
against tight-money conditions which he fears may arise 
in. the future, or the customer may want a larger line 
of credit for prestige reasons, or the customer may be 
iernying inventories which are too large relative to 
Sales, either because he ig inefficient or because he 
i@ speculating on his inventory. In such cases the 
bank will probably tell the customer it considers that 
he is asking for more money than he needs, 

ioe wtreait is.not, rationed on the basis of #ize 
of account. The banks have always aggumed that their 
primary responsibility was towards their smaller busi- 
ness cugtomers., The subject of loans to small borrowers 
has been reviewed with the Bank of Canada on various 
Occasions sincé 1955 when the first tight-money period 
began. The withdrawal of the banks from the term loan 
field of lending did not apply in the area of small 
business and every effort has been made to meet the 
heeds of those borrowers whose size does not enable 
them to obtain funds by seauing securities or. other 
means, 

106. The banks have recently carried out four 
Surveys of outstanding loan accounts classified both by 
industry and by size. The most recent Survey, at 


September 1961, gives an analysis of loans totalling 
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| $5,830 millions. A few categories of loans were not 
included in the analysis. These were loans to provincial 
and municipal governments,. to investment dealers and 
brokers and to grain poate and exporters. Of this 
amount 32% was in accounts of under $10,000, and 52% 
was in accounts of under $100,000, Classified by 
number, 96.6% of all borrowers were in the under $10, 
000 Becccory and only 9.54% had accounts. of $100,000 ox 
more. The proportion ne titer loans made available to 
smaller borrowers has Otaee eliehit with each survey. 

Pej e It must: be realized, however, that in timeg 
of extreme credit stringency the banks will be obliged 
to curtail loans for the purpose of carrying securities 
or for Speculative purposes and small borrowers in these 
categories will be affected in the game way as the 
larger ones, the prime objective being that of con- 
"serving lending resources for basic needs, 

108, Direct controls on bank lending have not been 
used very much in Canada. Eee the war, however, 
the general restrictions imposed on consumer loans were 
applied to bank borrowers ag well as to thoge who 
borroweq from other institutional lenders. These re- 


&trictions were not a part of ordinary monetary policy 


but were imposed by the Government under its wartime 


4 
aj 


emergency powers. Consumer credit #egulations were 


introduceg again at the time of the Korean War. In aq- 
dition, by agreement with the Bank of Canada in 1951 
the chartered banks held a ce iling on their total loans 


for a year, and undertook specifically not to add to 


‘their loans to instalment finance companies or to loans 
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for capital purposes, 

109. Since 1952, (apart from the secondary re- 
gerves agreement of 1955, which restricts the pro- 
portion of bank assets available for loans,) the only 
direct controls on particular borrowers have been those 
on term loans and on loans to instalment finance 
companies. At the suggestion of the Bank of Canada the 
panks have curtailed these two types of loan from time 
to time, especially in periods of tight money. When 
credit has been scarce term loans have been cut back on 
the ground that if the borrowing ig necesgary it can 
and should be carried out in the cee market. Simi- 
paarly. under penditione of gredit stringency loans to 
instalment finance companies have been-limited partly 
because of the central bank's desire to discourage the 
use of consumer credit, and partly because the finance 
companies themselves have access to re money market, 
Purthermore, when lending in general has to be re- 
stricted, it is only fair and proper that the access 
of instalment finance companies to bank credit, for re- 
lending to the general public, should also be curtailed 
along with the loans the banks make directly to the 


general public. 


tele 
4 


. oh as Deppite these considerations, however, the 
banke are not in favour of direct controls on loans to 
finance companies whether imposed by the central bank 
or the Government. If one group of institutions is to 
be restricted in thig way it would be only logical to 
apply controls to all other financial institutions, and 


the banks are not in favour of a widespread system of 
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controls, Moreover, a small finance company, like any 
other small business, is much more dependent on its 
banks for funds than is a large company. If bank loans 
to the small finance companies were curtailed they 
would have great titi isuity in finding alternative 
sources Oleiunde. This example illustrates the problems 
which arise in attempting to apply selective controls 
on POS 6nd tne. Similar problems woulg arise in at- 
Pept ing to enforce special credit policies towards 
particular industries or regions, 


lll. We believe that any form of selective controls 


" On bank lending would reduce the flexibility of the 


Canadian banking System which hag been one of the 
strongest factors in the growth of the economy, The 
tesponsible authorities, with the best intentions, may 
try to channel credit into Specific areas, But ina 
growing and developing economy conditions, markets and 
industries change rapidly. How much credit is needed 
in each sector at any given time is a matter of judg- 
ment, and the banks! view ig that the question is more 
Safely left to the combined judgment of the banking 
system and other financial institutions, based on 
Competitive market forces and carried out in co- 
Operation with general Government and central bank 


Policies than to any arbitrary system of controls. 


om 


Loans under Sections 82, 86 and 8 
a rea i latent tincllade cc chad Med Aelticattak © Md 
112, One of the most distinctive features of bank 


lending in Canada, which ig not a postwar development 


But goes right back to the 19th Century, is the legis- 
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lation Which allows a chartered bank to make advance 
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on the security of natural products and goods, wares, 
and Peyohandise while they remain in the borrower's 
possession. This is Section 88 of the Bank Act, Simi- 
larly, Section 86 of the Act provides that a bank may 
lend an the security of warehouse receipts, bills of 
weaing, etc., and Section 82 makes provigion for banks 
to make advances to oil operators on the security of 
hydrocarbons in, under, or upon the ground. All these 
| sections were MF ieted t8 encourage the development of 
Canadian resources by enabling producers, wholesalers, 
and manufacturers to borrow more than they otherwise 
could to meet the essential financial needs of their 
business pursuits. Parliamentary records show that the 
game motive wag behind subsequent steps in the develop- 
“ment of this feature in the Banke system.” These 
sections of the Bank Act are a means of providing sup- 
port in many fields of endeavour to an extent which 
otherwise would not be practical from the etandpoint of 
prudent banking. This applies particularly to what may 
be termed smaller business enterprises with limited 
financial resources, and often to business enterprises 
at an early stage in their development, before they 
have sufficient resources to qualify them for bank eredit 
in the ordinary way. 

113. In addition to small businesses, individuals 
and farmers there are a RAC a number of well- 
established middle-sized businesses in Canada engaged 
in manufacturing or processing raw materials which must 
depend on inventory to support or secure borrowings for 
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°Perating purposes. These firme require bank advances 


pete tA a8 edt to ee nak 200m ce 


tifexs sivad vot medi yitlawp-ot ssonvoeey trelol tae 


atlas sane 3 


. — es tiwh 


gan wha A tate sebivory tod edd oe Mo ot? 
j re) a, 
16 eiitd ,etqlecoe cesaianiae ‘to wiisuogs me ; 


Binst 20T Aolsivety sasven SB not o08 bas re - 
. sient Bi 


36 Giltwoes eiy fo Grotsirago ite ot seo 
q 27 oe fee 


tj 


‘eoed? ILA .bewotg eds nogqu: ro nebas ot sae pts ie 
am, ey a 

to, Fnemgos eves odt easzvoane ot benatnep: otsw ey 
"ue 


a | 
Jeyakesesionw ,~e2e0nbo1g wat Cones yd BOO TsOESS 


' 
ssiwxedice yads sad? srom wonies oe srenudom tae 


" - ee 
‘steds to eboen fat onsott retsnaane axtd toon ot & 
“6 ‘Ss os 
o3 Psnt wos sevnoor Yta ness lust sd tue ‘ee 


Fah 


-qofeves Bit of aqets iweupesdy a brrlded saw ovivom & 


y , 7 % 


seelT  .meteys gaivasd add ot eutset atdy 46 
; - ' " ny 
“que uniaivow to sagem s eds toA sinsd ed? Te, | 
| ’ ie 
foldw thatee ns oF weoveebae To eblel? yoam at § 

/ : id 
™m tnlechrats éxt adr Leo) toaug ed Jon Sluow spe pa 
van tecw of vivalvol sag aol fae erat ,grtdnad pet 
BetiInil gtiw sealuasxeine easataud rel fame . 
settuqgteins egenfaud of oefto Bos _soonuoten 


yard etGted .Ieomqolevet sledt nt egede YETAB AM 
ji 


yaw yrsnl hte 
‘ 


alaupivibnl .esessasaud Esme of moltiobs al ge 
-liew ‘a icine tatinatidue'a ors orodi as ; 
begeuns ebans) nl pensensaud fest a-ecpom bs 
fei Hordw afataetam wax act crac ys situa 


tot Hentworsod oyoos 1 tr9qqus $3 ee: 


: Nevhercut & Young Ale 9 


Trento, Ontario 


xf Por the purpose of meeting wages, accounts payable to 

2] suppliers, overhead, and other expenses in the ordinary 
3} course of business. Section 88 enables such firms to 

4] use their inventory as security for bank loans, and it 
5] is through assistance in thig manner that raw materials 
6] end up as finished products for sale in the domestic or 
7 foreign market. 

114. One example that could be given ag an il- 

lustration is that of a manufacturer with only a modest 


working capital but with a reagonable investment in 


fixed assets. He has an inventory valued at $150,000 
and accounts receivable totalling $100,000 and he wishes 
‘a bank credit of say $125,000. It would be usual to 
advance a percentage of receivables, which we will say 
in this case ig 75%, equalling $75,000. Security would 
be taken under Section 83 against inventory and Arne 
would provide the basis to increase the loan to $125, 
000, thus meeting ‘the Deane Aaa Oia eae! Without 
the provisions of Section 88 it would likely not be 


possible to give this manufacturer the support he re- 


Py 
/ 


Guires, which could make it difficult, or even in- 
possible, for him to continue a normal operation. This 
example is simply to illustrate that financing of re- 
ceivables would not always suffice, and security against 
inventory supplies the means to provide the additional 
funds required in hig operation. At this stage in the 
development of the Canadian economy there are still 

many businees concerns of this kind, so that Section 88 
Of the Bank Act ig a fundamental link in the ch 


financing economic activity in this country. 
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115. A classification of loans outstanding in 


Mave mber 1961 for which Security had been taken 
under Sections 88, 86 and 82 is summarizeg here, The 
Statistics cannot be analyzed too precisely because in 
many cases more than one type of security is involved 


|} in the loan account, 


6) 
: 

Number of Authorized Amount of 
8| Borrowers Credits Advances 
9 $*000 $1000 
0] Under Section 88 33,180 1,554,990. 924, 895, 
1| Under Section 86 345 250,029, 85,999, 
2) Under Section 82 114 eer. 48,929. 


33,639 1,878,691. 1,059,823, 


Agriculture is one of the most important areas to which 
these sections apply. About 27,000 of the 34,000 
‘borrowers classified at November were farmers, and in 
addition most Farm Improvement Loans are supported by 
‘Security provided under Section 88, Advances may be 
made for the se dae of seed grain, seed potatoes or 
fertilizer, secures by the crop to be grown. Loans may 
@lso be made oR: the security of livestock, thus assisting 
farmers to aivexsity their operations, and on agri- 
Cultural pbprendnta | thus encouraging greater efficiency 
of Production, The financing of grain inventories held 
#8 country elevators has algo been facilitated by means 
of these Sections. Canning and fish processing have 


‘ a 
deen assisted subs bei ater: The forest products in- 


austry and the mining products industry are large areas 
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to which Section 88 applies. In manufacturing many 
emall and Heese et’els have received bank support 
through Sections 86 and 88 which they could not other- 
wige have had. Those types of businegs which show a 
sharp seasonal movement have found this kind of bank 
accommodation particularly helpful. Sometimes in- 
ventory is manufactured in one season to cover sales 
for a whole ‘year, az in the canning industry. Ov in= 
ventory may be built up all year for one concentrated 
Sales period, ag in the case of the manufacture of toys. 
Assistance is often required to finance the accumu- 
Yation of this inventory to meet future delivery dates, 
with Section 88 providing the basis. | 
“T16. Altogether the sample figures show that in 
November Joans outstanding under these Sections of the 
Bank Act were just over $1 billion, which would be 
about 18% of total general loans outstanding at that 
time. Although, because of the fact that there is 
often more than one type of security behind a given 
loan account, it ig impossible to say what proportion 
of the loans could not have been made without the use 
of Sections 88, 86, and 82 of the Bank Act, it is like- 
ly that most of these borrowers would not have been 
able to borrow, or would have borrowed at higher rates 
from other institutional lenders. In many cases the 
rates’ charged by other lenders for loane on basic 
materials would have been so high that the business 
Could not have been undertaken profitably. 
17% a the absence of the provisions of Section 


88 of the Bank Act, the banks could acquire security 
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over the aoe corporate borrowers through the 
med tun of collateral debentures as wow baat in 

Ss, ‘75(5) of ee Bank Act providing a floating ota 
over inventories as well as all other current: assets, 
|. In many cases” however Se Ds cena would be im- 
practical. In “any case it would be kets to the 

1 borrower fang Le would not be available, to indiviauals 
or partnerships who constitute a vely loved peenene ee 
Be Section 88 (ae particularly = the field of 
agriculture. | 

| 118, In nee we believe it would be difficult 
to exaggerate the importance of the* aged of 


me ton 88 security to borrowers as a means of 


‘ 
y 


_ finane ing a very Steniticaiit pare of Canad tan ebpehene SE 

Term Loans 

io, As i general principle. large Stns cor- 

| porat ions ‘should pee to rely on “the” chaveenerrs banks 

‘primarily in respect of short-term working capital 

| needs and should. finance bei el ape by See capital re- 

» quirements eine ee in the market. Some 
longer term borrowers may » however, be ‘accomodated by 

the chartered banke through term loans, part ieularly 


i 


&maller fivns whose OT Ay for fonds are Helative- 
ey modest and for whom the costs of a market igsue, in 
terns Sock oe interest and of Angier cost, would 
disproport ionately high. 

120, Following a period of loan expansion which 
mearted” tn the middle of 1954, the Bank of Canada sug- 


gesteg in November 1955 that it would be desirable for 
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term loans. It was pointed out by the Bank of Canada 
that the proposed restrictions neeq not epply to hous- 
ing loans, loans to provinces and municipalities, 
farmers and other individuals. The banks agreed on 
November 30, 1955, that they would refrain from making 
term loans (then defined ag loans that would be out- 
standing for more than a year) for amounts in excess 
of $250,000. Subsequent experience showed that there 
was need for greater flexibility, and it was agreed 
that rhe geneva objective would be served by a limit 
which would permit small businesses to obtain ee 
term accommodation. The limit has been changed from 
time to time, and is currently $1 million. Though the 
definition has also been changed, term loans are cur- 
rently considered to be loans in respect of which re- 
payment ig scheduled in more than two years from the 
date of the initial advance, even though subject to 
annual review. At the end of 1961 total chartered 
bank loans outstanding under authorized credits of $1 
million and over amounted to about $1.5 billions, and’ 
of these oa $50 millions were classified as term 
loane. In addition, bank holdings of corporate 
£ecurities totalled $1.70 millions, though some of these 
would have been market purchases. 
Personal Loans 

rel, The banks have always made loans to eOnAS 
Viduals for a great variety of purposes and with a 
reat variety of repayment arrangements, within 


Ordinary banking practice. Some of these loans were 
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very similar to the instalment loan 
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1! In the 1930's, however, there was a good deal of public 
2 eriticism of the rates charged for small loans by gome 
3; lenders, and this leq ultimately to the first Small 

4) Loans Act, passed in 1939. Against this background one 
5] of the chartered banks began in 1936 to offer a special 
6} kind of personal loan which may be called an instalment 
7} credit loan. Full details of this plan were presented 
8} to the Banking and Commerce Committee in 1944 anq 1954, 
9| During the past few years most of the other banks have 
also set up instalment credit loan plans, a develop- 
ment facilitated by the 1954 revision of the Bank Act 
which allowed the banks to take chattel mortgages as 
security. ‘This development wags algo encouraged by the 
fact that banks in the United States had been succegs= 
ful in the consumer credit field for a number of years 
and Pee. 2 Se in the United Kingdom also entered the 
field on a large scale in 4958, In general, the banks 
have set up these ee teers reach a@ group of borrowers 
who, while unable to provide collateral in the tradition- 
al form, Penne ene Or creditworthy, and who wish to 
borrow for worthwhile purposes usually connected with 
their homes and families, We believe that consumer 
instalment credit has become firmly established and - 
that such loang are a logical development of banking 
Services, The extensive branch bank system is highly 
eEuitable for providing consumer credit. Because the 
banks already have well developed facilities they are 


able to offer consumer credit at rate 
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fervice charges) are more favourable to the borrower 


than those charged by specialized institutions, The 
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A 
Me 


wr 
banks are al ier aware that a customer who comes 


into a branch initially for an instalment credit loan 


is likely to want to make use of the other services 


offered by the bank, so that these-loans attract other 
J 


business, 


122, The most important sehen’ of instalment 
credit Loans ig loans for the purchase of automobiles, 
but large oe par are also made to finance the 
purchase of furniture, to pay medical bills or holiday 
expenses, and to consolidate debts. The main character- 


istic of such loans is that they are intended to be 


repaid out of future income of the borrower and are 


usually repaid in equal monthly instalments on nan 
amortized basis rhe ytave Ws vad ly: made for an overall 
term of not more than 36fnonths, and not usually for an 
amount of more than $5,000. A normal feature is in- 
surance to. repay the, balance. of the 1loan- in’ case of the 
death of the borrower. 

123,. Although instalment credit loans of the 
chartered banks are not shown separately in bank loan 
Statistics, total personal loans in the group which 
includes loans made under these programs (that is total 
personal loans excluding those fully secured by 
marketable bonds or gtockg and Home Improvement Loans 
guaranteed by the Government) stood at $1,029 million 
at the end of December, 1961, compared to about $350 
Millions at December, 1954. Of course instalment credit 
granted acs lenderg has also been rising in this 


Period. It ig estimated, however, that the chartered 


bankse' share: of gonsumer credit has risen from abou 
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21% to 32% since 1954. 


Mortgage Lend ing 


124, Legally, Canadian chartered banks were not 


allowed to take mortgage security except as subsequent 
security, but in 1954 a major change in the Bank Act 
wage introduced which enabled the banks to acquire mort- 
gages securing loans under the National Housing Act. - 
From 1954 to the end of 1959 the banks approved N.H.A. 
mortgages to a total of $1.3 billions, account ing for 
about 35% of all N.H.A. léans made in this period. By 
the end of 1959 N.H.A. mortgages were about 6% of total 
chartered bank assets. In 1959 monetary conditions 
were such that the banks! lending resources were under 
heavy pressure and the rate of mortgage loan approvals 
declined se i In December 1959 the maximum N.H.A. 
rate etnies wag raiged by the Government to 6-3/4%, 
and although banks could still process N.H.A. mortgages, 
counsel's opinion was that they could not do so at.a 
higher rate than 6% because of the legal ceiling on 
bank lending rates. The result was virtual cessation 
of N.H.A. lending by the banks, since if they had made 
mortgage money available at 6% while all other lenders 
were charging 6-3/4% the banks would have been faced 
with very large demands for funds and an impossible 
task of credit rationing. It is however permissible 

to invest in N.H.A. mortgages initiated by other lenders, 
and in recent months the banks have acquired small 
amounts of mortgages which have been sold at tender by 


Central Mortgage and Housing Corporation. 
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enter the mortgage field in the beginning, their ex- 
perience in the field Haeemaer favourable, Now that 
they have built up efficient departments to initiate 
and service mortgage loans and have acquired such a 
Substantial stake in the mortgage lending business 
(which is essentially a long-term operation) it is in 
mene publiceinterest that they should be allowed to 
participate in N.H.A. mortgage lending on a continuous 
basis at whatever may be the going rate of interest 
‘for such loans, even though there may be fluctuations 
in the supply of and demand for mortgage funds from 
Wearstoryear. 
6126. From time to time arguments have been ad- 
~ vanced peainat the desirability of the banks being 
autdorized to lend on mortgage security generally, and 
ae against extending their powers so that they 
can hold conventional mortgages. For one it is said 
that the chartered banks are responsible to their 
depositors, who make up a very substantial proportion 
of the population of the country. The deposits of the 
chartered banks are repayable on demand or short notice 
epithe banks must always be in a position to observe 
the terme on which funds are entrusted to them by ” 
depositors, Thus, liquidity is essential and long- 
term norifeves are not a liquid security at present and 
&@ secondary market is only slowly developing. Since 
|. the problems of the ainetegn-thirties were great and 
Numerous it is also suggested that one reason for the 


Avoidance of a banking crisis in Canada was the tact 
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1 invested in long-term loans on real estate. While the 

2; panks do now have such investments in the form of N.H.A. 
3| mortgages, these mortgages carry a Government guarantee 
4) supported by an insurance funds, so that any real 

5| estate acquired after foreclosure or otherwise is 

6| quickly converted into cash. Another argument is that 

7| granting conventional mortgages on various types of 

g| properties is a specialized field and many problems of 

9 valuation, terms of repayment, titles, etc. anise .eoLe 
19| is said therefore that it would be difficult to set up 
11 the necessary lengthy and complex instructions for a 

12 widespread branch system. Finally it ts gaid that 

i historically the chartered banks have not entered into 
14| this field and specialized institutions have developed 
15 for the purpose. 

16) fete, o@herposs ibility that enabling the banks to 

17| engage in mortgage lending would undermine their ability 
to serve their depositors and to fulfill their ‘functions 
19| 28 commercial banks is considered to be without 

20 | foundation, The history of banking shows that a portion 
1 of a bank's deposit funds may, subject to proper safe- 
guards, be made available for long-term investment. 

The developing success of most other inetitutions that 
compete with the banks for savings deposits can be 
traceq to their freedom to employ a portion of such 


funds in housing loans and other longer-term invest- 


mente. In other countries these are recognized as 


perfectly normal and appropriate outlets for a portion 
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of the deposits held by savings 


institutions and, in Canada, savines depositors are 
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» ghowing an increds ing preference for the sort of 


savings institution that igs permitted to invest in 
Mevent tonal mortgage loans, 

128, The present-day practice of requiring regu- 
jay amortization of mortgage contracts greatly reduces 
the risk of losses compared to the experience of the 
1930's when such provisions were not customary. It 
now is generally accepted that the fact that United 
State# banks held mortgages on real estate was only 


one of many factors which contributed to the banking 


+ 


crisis -4n that country and was by no means a decisive 


factor i their difficulties. The fact that banks in 
the United States again are engaged in conventional 

mortgage lending as one of their major services lends 
Support to this observation, 

129. Conventional mortgage lending would further 
broaden the services which the chartered banks render 
their customers and would help to ensure a sufficient 
Supply of mortgage funds from private sources, ~“Esti- 
mates of housing requirements for the years ahead in- 
dicate the banks could render.useful service if granted 
| the Same freedom as other lenders in the field.’ This 
| Should permit more public funds to be directed to 
Fpecial programs such as low rental housing, housing 
Tor €lderly people, etc. 

130. Existing Bank Act restrictions have the effect 
OF shielding the conventional mortgage market from bank 
competition. Participation of the banks in the field 


Should leaq ultimately to a narrowing of the spread 
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with beneficial results to the public. Other mortgage 


lending organizations collectively offer quite extensive 
competitive facilities in the larger centres but 
emaller cities and towns where the banks already are 
represented are not adéquately served by institutional 
mortgage lenders. | 

131. The chartered banks have acquired sub- 
stantial portfolios of N.H.A. mortgages. The mortgage 
procedures as laid down in the National Housing Act do 
not permit re-financing of mortgages either to in- 
crease the principal owing or for any other reagon, 
When a property is sold by the ounen, the purchaser 
normally agsumes the existing eee and either spays 
all cash for the difference or part cash and gives back 
&@ second mortgage to the vendor. In the years ahead, 
a8 principal owing reduces on each mortgage, a pur- 
chaser is more likely to require a larger mortgage than 
the one then existing. Consequently it is more than 
possible oe a new higher conventional mortgage will 
be obtained (say to 66~2/3% of the then appraised 
value) and the existing N.H.A. mortgage paid off in 
full, Raenics cannot handle this re-financing by making 
&@ higher er tonal mortgage loan, they could 
eventually find principal repayments being made in 
Very substantial proportions, depleting existing port- 
folios quickly. If the chartered banks are able to 
make conventional mortgage loans, a means of re- 
Mhvesting the repayment funds will be available and 
this would also enable the, banks to render the vendors 


“Md purchasers a service by making it unnecessary for 
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them to:seek accommodation elsewhere, Banks are per- 
mitted to assist customers in the purchase ox con- 
struction of dwellings financed under N.H.A. and should 
also have facilities to assist those who for varioug 
reasons wish to do their financing by means of con-= 

_ ventional mortgages, 

132. As the Bank Act now stands it is possible 
for the chartered ee to buy bonds or debentures 
issued against mortgage security, which in effect 
amounts to a form of mortgage lending, and it is in- 
consistent to deny them the power to make direct mort- 
gage loans. 

133. More and more, as other legislation is 
created, for BRneDTS the Small Businesses Loans Act, 
the National Housing Act 1954, and the Farm Improvement 
Loans Act, special provision is required authorizing 
banks to take mortgage security for specific items in 
Srder- eo overcome the Bank Act restrictions, In-the 
conduct of the banks' ordinary buginess too, there are 
many occasions where being able to take mortgage 
Security as collateral would make the difference be- 
tween granting or refusing to assist a customer and 
again there seems now to be no good and valid ob- 
Jection to granting to banks the widest powers in this 
direction, A typical situation of this sort might in- 
volve a medium-term loan to a smaller business readily 


8vailable from its present bankers if they were not 


a 


vi 


Prohibited from taking mortgage security over real 
Property, As matters stand the customer probably turns 


to the Industrial Development Bank only because the 
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Government bank is not confined by similar restrictions. 

134. On balance we think the public interest 
would be best served if the banks were freed from the 
existing restriction in the Bank Act with respect to 
the taking of mortgage security, thus leaving the 
banks free to exercise their own discretion in thig 
area of lending. As to safeguards in the public 
interest, the Canadian banking system-has.a proven 
record of the sort of judgments it brings to bear on 
loan policy throughout the country. Mortgage lending 

' ona fully competitive basis would evolve in an: orderly 

fashion, it would be ae alas geared to the necessity 
for adequate liquidity, and the pace of the advance would 
be carefully measured. 

135. Ina related context the powers of.the banks 
- take specific security in the course of lending 
Operations appear to be unduly limited in the Light 
of present day requixements, For example, the power of 
the banks to take chatéel mortgage security is at 
present limited to loans made to an individual on the 
Security of household property (as defined in the Bank 
Act), with the result that the banks are prohibited 
from taking such security either on a wider range of 
goods or in respect of manufacturers! and dealers! 
inventories, We recommend that the whole matter of 
existing limitations on the nature of specific security 
@vailable to the banks should be thoroughly reviewed 


With a view to leaving the banks as Iree as possible 


ndividual 


to take such security as the requirements of 1 


ae 


VY} Situations might indicate. The result would, we 
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suggest, be an appreciable and useful broadening of the 
panks' ability to serve the increasingly complex and 
changing requirements of the business community. 
Government Sponsored Lend ing Programs 

136. Specific Acts of Parliament provide for 
bank loans to particular blasses of borrowers on | 
Pavourable terms. In oS case the Government guarantees 
a percentage of the loans made by each chartered bank, 
Such loans make up about 4-1/2% of all general loans 
outstanding. 

137.. Farm improvement loans are granted under the 
Farm Improvement Loans Act and are guaranteed against 
logs up to an amount equal to 10% of the aggregate 
principal amount made by the individual bank during 
Cach lending period of approximately three years, At 
December 31, 1961, the amount outstanding under the Act 
was $194 millions. Throughout the period the rate that 
the Re steg banks could charge for these loans was 
restricted to 54. Until April 1956 this was above the 


prime rate which up to then was 4-1/2%, From August 


/1956 to the present, however, the prime rate was above 


5% so that since then these loans have been available 
to farmers on especially favourable terms, 

138, Prairie grain loans refer to special loans 
granted to western farmers under the Prairie Grain 
Producers Interim Financing Act of 1951 and of 1956 and 
Under the Prairie Grain Loans Act of 1960. The first 
two acts were passed to assist farmers who were left 


With unthreshed grain in the fields by early falls of 
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amount of loans granted under the first interim: 
financing act but under the second a total of 23,234 
loans were granted amounting to a total of $19,424,890, 
Under the Prairie Grain Loans Act only 64 loans were 
granted for a total of $34,210, 

139. Fisheries improvement loans are granted 
under the Fisheries Improvement Loang Act which came 
into effect in December 1955, From January lst, 1956, 
to March 31st, 1961, 795 loans amounting to $932,421. 
were made under this Act by the banks. Over the game 
period other lenders have made a total of 59 loans 
amounting to $117,470. Hence, the chartered banks have 
been’ by far the most active lenders under the Act, al- 
though, as the figures indicate, the demand has not 
been large, These loans are guaranteed up to 15% of 


the aggregate principal amount of the first $500,000 


lent by each bank, and 10% of the excess over $500,000. 


140, Business improy#vjnt loans are granted under 


ao 
SKF 


the Small Businesses Loft Act,which came into force on 


pire. 


2 i 
January 19, 1961. The-‘purpose ,of the Act is to provide 


for intermediate and short-term credit, not exceeding 
$25,000. to the proprietors of manufacturing, wholesale 
trade, net win trade and service businesses having a 
gross annual revenue estimated not to exceed $250,000. 
for the improvement and modernization of equipment and 
Premises ag described in the Act. The bank is required 
tO take security on the equipment or real or immovable 


Property in respect of which the proceeds of the loan 


7’ 


are to be expended, except where it is considered 
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made by all banks from inception on January 19, 1961, 

to the end of December, 1961, numbered 2,977 for a total 
amount of $25,582,000. These loans are italien by ¢ 
the Government against loss to the extent of 10% of che 
aggregate principal amount of loans made by gach bank 
during the period ending December 31, 1963. In Quebec 
it. is not pogsible to take security by way of chattel 


mortgage on movable equipment, the security primarily 


stipulated by regulation, ana consequently loans for 


— 


the purchase of such equipment have been limited to 


those cases where other acceptable security was 
obtainable, 

141. Home improvement loans are granted under the 
National Housing Act for a very wide variety of home 


= 


alterations and improvements. Losses are guaranteed 
under the National Housing abe up to 5% of the aggregate 
principal amount Roaned By S268 bank, From the begin- 
ning of the program in 1955 to the end of 1961 206,767 
loans were granted amounting to $237,982,000. 

142. Veterans! loans were granted under the 


Veterans' Business and Professional Loans Act, Lending 


Under the Act came into force in January 1947 and 


peached a peak of over $5 million in 1948, The amount 
outstanding Since then hag gradually declined to ap- 


“Proximately $200,000. 


143. Loans to the Canadian Wheat Board to finance 


jjeetein deliveries differ substantially from the loans 
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Savings Bonds are Government sponsored and free from 


risk, Adding these loan categories to guaranteed loans 
proper their Sum accounts for 8.3% of total loans in 
1961, almost unchanged from 8.1% in 1954. However, if 
the substantial volume of insured N.H.A, mortgages 
granted by the banks is, included an entirely different 
picture is given of the extent to which the banks are 
“Supporting Government-sponsored projects. On this 
basig almost 21% of the total of Canadian loans are 
‘now granted under a Government sponsored program. The 
introduction of insured mortgages raised this percentage 
from 8.1% in 1954 to its present high level. The recent 
introduction of business improvement loans will no 
‘doubt raise the percentage even higher. 
Financing Exports and Imports 
144, In the past few years international money 
markets have developed considerably and it has become 
Steadily easier for exporters and importers in most 
parte of the world to choose to finance their trans- 
actions wherever interest rates are lowest. tnythe 
case of Canadian exporters and importers, onwe goods 
have left Canada or before chey have entered this 
country, F ehenas is sometimes arranged in London or 
New York. While the goods are in Canada the financing 
18 usually done here and most of it is done by the 
Chartered banks in the course of their normal business, 
The banker} functions in connection with foreign trade 
‘May be divided into two main sections, The first is 
the handling of foreign exchange; i.e. 
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the foreign teller of the goods or the Canadian ex- 


porter receives payment for the goods he is sending 
abroad. The second main function is in facilitating 
the credit arrangements between buyer and seller, in- 
eluding the furnishing of credit reports, and the ex- 
tension of bank credit or other means of financing the 
transaction. 
145. The settlement of Canada's foreign trade 
| transactions is usually handled through one of three 
“principal methods: 
1. Payment through open account 
Peete USE” OL“ BILLe or Exchange 
3% The use of Commercial. Lettera of Creqit. 
Where buyers and sellers have an inter-company relation- 


ship or are otherwise well and favourably known to each 
; Ni : 


ae 


other, and where there are no serious exchange transfer 
difficulties, Boks are often arranged on an open 
account Bases By this me thod the cost of goode ex= 
ported is charged to the roretah importer's account on 
the books of the Canadian exporter, and settlement 
between them igs made on the basis of private arrange- 
ments, The transactions are known as “clean payments", 
and a large volume of these payments is handled daily 

) by Canadian banks on instructions from correspondent 

- banks around the world. 

146, A large and growing proportion of Canadian 

Wieexport trage is financed by means of @ight or time 

8 (drefts drawn on the foreign buyer. The export may be 

finance, by discounting the relative bill of exchange 


With one of the chartered banks at the time of Shipment, 
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AM@ernatively, the pill. ie often left with the bank for 
Betton through a foreign correspondent. Still an- 
other financing procedure is for the Canadian exporter” 
morpledge the bills to his bank as partial or full 
pecurity for a general line of credit. In the latter 
case the bank will usually arrange for the collection 
of the eee and apply. the proceeds against the ex- 
porter's loan. 


147. On the import side the banks handle a large 


volume: of oo of exchange FSB heig ae Ea suppliers. 


The settlement of these items frequently AS Canna short- 
term advances i the Canadian importer to nae the 
time between his payment for the goods and hig sub- 


Bequent sale of the goods in Canada. A further portion 


of Canada's imports is financed through Commercial 


Letters of Credit issued by the chartered banks, These 


are issued os awide variety of forms and their pro- 
cessing is a highly complex undertaking calling for 
specialized departments within the banks. The Canadian 
banks also act as agents for their correspondents 
abroad in the processing of foreign Letters of Credit 


covering Canadian exports. 


148. The financing of Canadian external trade is 


, 


not confined within the limits of actual export and im- 
port transactions but extends to cover the full period 


dating from domestic production operations to final 


Settlement from foreign buyers, in the case of exports, 


@nd the time between the signing of a contract to pur-~ 


chase of fore ign goods and their eventual disposal to 


the | consuming public in Canada or elsewhere, in the case 
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1 of imports. Frequently the complete cycle will be 
2 financed under an ordinary line of credit, 
: 149. Where the nature of foreign trade trans- 
4 


actions requires longer-term financing, one. to five 


years, the banks may go to the Export Finance Corpor- 
ation of Canada Limited. Under the Export Ebert: In- 
Surance Act, Section 21A, the Government makes available 
facilities for the financing of transactions which may 
—nbt fall within the scope of the activities of the 
“Corporation, as for example when credit terms are longer 
than five years, The Corporation was established by 
the banks in April 1961 to provide new medium-term 
financing facilities for the purpose of assisting 
Canadian exporters to meet the credit terms offered in 
world eee by foreign suppliers. The basic princi- 
ples in handling business put through the Export Finance 
Corporation of Canada Limited are: 
(1) Each transaction must be covered by 
Export Credits Insurance, 
(11) Credit terms are not to be longer than five 
years, mo ae 
(Lit) etpeexporten.will anrange -the.-requ ined, 
financing through hig own bank which, 
in turn, will have access to the re- 
discount facilities of Export Finance 


Corporation of Canada Limited. 


2 their Own bank with this type of financing reduces 
rs t 


% mh@ndling ‘routine and costs to a minimum, In effect, 
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the Corporation to function Satisfactorily in modest 
Quarters and with a small starr. 

150. The Export Finance Corporation of Canada 
Limited is, in fact, a “rediscount bank" to which 
chartered banks turn ome foreign trade obligations 
discounted by them for Canadian traders who have taken 
the bills in settlement for export sales. As the cor- 


poration progressively builds up its portfolio ofobilses 


Tit will in turn raise funds against these assets by 
gelling its own notes to the investing public, The 
underlying security for these note issues will be the 
Corporation's capital resources, the rediscounted 

trade paper with the obligation of the Canadian ex- 
porter and the foreign buyer, and any security. the 
foreign buyer may have put up, as well as the pro- 
tection of Export Credits Insurance, In addition, the 
trade paper will bear the “with recourse" endorsement 
of whatever chartered bank rediscounted it, With this 
underlying strength, the Corporation's issues Will be 

@ prime investment and it should. be possible to acquire 
Working funds through the investment market to an amount 
of several multiples of the Corporation's paid-up 
‘Sapital, The Corporation's rediscount rates must, of 
course, be determined by market conditions at the time 
Of the respective transactions. In thisoonnedt ica) 
the broad operating objective is that all-in charges 

to the ee exporter should be on a scale that will 
enable him to compete effectively with the quotations 


Of other international traders 


4+ wo 


151. At the inception of the-Corporation, it wa 
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expected there would be a substantial demand for money 
to finance the export of manufactured capital goods 
fae thus far, the: volume of this businees has been 
disappointingly small. However, some of the export 
business undertaken since these new financing facili- 
ties became available will not yet have reached the 


Seage where term trade paper in settlement for the 


Sales hae been received and is available for rediscount. 


| At the end of 1961, there is something less than $65 
| million of rediscounts on the Corporation's books, a 
large part of which was either held by. the banks prior 
Seecne setting.up of the Corporation or relates to the 
export of commodities such a& grain, 
Bankers' Acceptances 

152. In order to broaden and improve the faci- 
lities and operations of the money market in Canada 
the chartered banks have given very careful setae to 
the creation of a market in bankers! acceptances. A 
detailed Study of the Boece decwand procedures which 
relate to the bankers! acceptances market in both the 
United Kingdom and the United States led to the con- 
clus 1du" that neither system could, without considerable 
Bytat ton, readily be adapted to Canadian conditions. 
Ags a result bankers! acceptances in Canada will not 
follow either the New, York or the London pattern, As 
far as possible bankers' acceptances will be drawn in 
connection with the financing of goods, wares and mer- 
Chandise of a type described in Sections 18(1) (f) and 
(g) of the Bank of Canada Act, will be in la 


a 


PMOminations and will be of a self-liquidating nature. 
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It ie as yet too early to determine the extent to which 
Canadian firms will find bankers! acceptances a con-= 
venient and suitable medium, 

153. The money market dealers will act ag princi- 
pals to purchase and sell bankers! acceptances for 
their cliente. The function of the chartered banks 
will be to assess the credit worthiness of the drawer 
of the acceptance draft and, if his ie the primest 
Eeegivy co accept such a draft and return it to the 
meawer...1t if the drawer's responsibility to sell the 
accepted draft to a money market dealer. Bankers' ac- 
Beptences Will be eligible collateral as security for 
Bay-to-day loans in the money market and under Section 
18 (1) (b) of the Bank of Canada Act the Bank of Canada 
hag indicated its willingness to deal in bankers! ac- 
ceptances which have a term to maturity of not more than 
90 days. During the initial stages of the development 
of the acceptance market the chartered banks, in order 
to assess the usefulness of this new instrument in the 
market place outside the banking system will not them- 
Selves purchase acceptances for their own account, It 
hag also been agreed that, after a period of six months 
from the beginning of the market in bankers' acceptances, 
the chartereq banks will review the experience gained 
in that interval and make such changes in techniques 


€@nd procedures ag in the light of this experience are 


necessary or desirable. 
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1) (b) AGRICULTURE (Farmers) 
Ve 


(2) INDUSTRY 


Chemical and Rubber 
- Products 


Electrical apparatus 
and supplies 


_ Food, beverages and 
_ tobacco 


- Forest Products 
‘Furniture 

Iron and Steel Products 
Mining and, Mine Products 
Petroleum and Products 


Textiles ‘. leather and 
clothing 


Transportation equipment 


Other Products 


OTHER BUSINESSES AND 
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tion 88 of the Bank Act. 
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MERCHANDISERS (Wholesalers) 
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STATISTICS RELATIVE TO SECTION 88 ADVANCES BY ALL BANKS IN CANADA 


Excluding Farm Improvement Loans and Fisheries Improvement Loans 


Outstanding 
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TISTICS RELATIVE TO SECTION 86 ADVANCES BY ALL BANKS IN CANADA 


a= Number of Authorized Outstanding 
fication Borrowers Credits Advances 
ao $'000 $'000 
(b) AGRICULTURE (Farmers) 22 7078. 154 
_ INDUSTRY 
Chemical and Rubber 
Products 1 105 AOS 
- Electrical apparatus and 
supplies | 4 . wards esse 
(e) Food, beverages and 
4 tobacco 55 36,202 21,900 
Forest Products Zz fAgyl 141 
pee) |: Furniture Piss 1 10 10 
Iron and Steel Products 6 1, 186 O56 
a Mining and Mine Products 2 110 71 
Petroleum and Products b 
act Textiles, leather and 
. Clothing 18 3,090 ; Oss) 
Transportation equipment 3 137 39 
(k) Other Products 3 61 on 
}) GRAIN DEALERS AND EXPORTERS 50 177, 485 46,884 
Ce 
| MERCHANDISERS (Wholesalers) re 32,214 13,256 
_ OTHER BUSINESSES AND 
‘SERVICES 17 8, 496 2 Ss 
| 345 250,029 85, 999 


TAB UE. LL 
STICS RELATIVE TO SECTION 82 ADVANCES BY ALL BANKS IN CANADA 


x Petroleum and Products hie $73,672 $48,929 
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SECTION IV 


DE POS ITS 


= 154. Public attention is, perhaps, most often 
at rocused on the loaning and investing aspects of banking, 
_ 

| But ‘ene ability of the chartered banks to carry out 


A, 


= their gee e. funct ions ents fers on the way 
“tn hich they perform, or are permitted to perform, as 


| aeposit inst itutions ‘This section includes a detailed 
/ outiine of bank policies and practices in connection 


with oaae 


> 
ae. >. 


155, The Canadian dollar deposits held by the 
12 a 
| chartered banke for selected years since 1930 are get 


7 
) am 4 a ie; 


Ni 
jm Table I, with the percentage represented by Sach 


diy 


type se Pca it me, Tabet Tdo< Depos ite, by BONS eis 


a other banks are ugually repayable on demand, go are 
| those of corporations, individuals, etc. which are 

| listed under the heading "Other Current”, Personal 
-chequing accounts, on were first made availa biaeee 
1957, are also included in the figures for “Other 

ol pent. 


Deposits Repayable on Demand 
E156. Demand deposits, which now represent about 


10 of total Canadian deposits, perform two closely re- 


lated roles in the economy, As well as representing 4 


‘tore of liquid assets, demand deposits are used as the 
on , 
hief medium of payment in Canada, Their predominance 


a 


§ indicated by Table III which, however, omits trans- 


SS in cash and orders on credit unions and trust 
nies and bank money ordere for which no comparable 
i, 


are available. 
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pe MENTS MADE BY SELECTED DEMAND INSTRUMENTS IN CANADA 


(Millions of Dollars) 


- Oso: Express Federal Current Cheques* 
~ Money Money Govt. Savings ty ots ae 
Orders! Orders? Cheques? Cheques* Amount = Total Total 

Resa tome 4, 879 8,786 152,565 91.3 167,032 

| 134 Sy MS Sy SS) 1825 Dou 92'.0 198,406 

WSN 5, 844 NOR eAO ii Wn shay 92.0 2123399 

133) e,cis 10,581 CLs BOS. Oa 235,465 

126 Otis pee: 224 COo Vas: 263,995 

118 7,062 Ll, 840 265,970 91,2 285,859 

5 Rao Woes TE SY i 289,904 5 


Dominion EBeuimciaue OL Statietics., Canada ean Book, Amiwams 


Dominion BiimseatOt otatie tics, R addw as) bc piye so ges mune aes 
Micanhadian Bankers' Association. 

Dominion Bureau of Statistics, Cheques Cashed in Clearing 
M~ercencres, Annual. See footnote in this section for 


coverage of these statistics. 


Piptayet available. 
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i) will be somewhat understated as the figures for debits 
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3) prior to 1957 and 52 clearing centres since then. A 

$ survey conducted by The Canadian Bankers' Association 
5] in 1953 indented the 35 centres provided 85% coverage. 
6 It has been established by survey that the addition of 
7) all remaining clearing centrege in 1957 has increaseq the 
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AY «less active accounts to more: active accounts thereby 
i 7 


a) inereas ing Over-all Velocity, 


3} | ee” ‘Tn Bererrving to a chartered bank deposit ag 


] less ss id At is not suggested that it was previously 


: ? not Beet At 2k in the economy. On the contrary, 


funds on gets with the chartered banks are cont inu- 


ously employed in the banks! wide-ranging lending and 


Saee activities, Neither is it Suggested that 


these balances are JOB8t to ‘the banking system since the 


funds will Be ies to the banks in the deposits 


(of their new owners However, when relatively inactive 


iit a 


3 * o ~ 
-_ J Al ag 
‘ a " i 
ca = i 2 = a 
——SSSSS 


“ballanees are invested in other interest- -bearing media, 


— 
i a 


Ailcaigigiaea 


“the funds become available ae & new series of trans- 


actions throughout the Jason Thus, while the 
volume of bank deposits remains unchanged, their 
pesoekty has been increased, 

163, It may be of interest to note that velocity 


has been rising in other countries as it has in Canada. 


‘ee ee ee 


"Except for brief and mild declines during business 


contractions, the velocity of money in the United 


ae —_ 


ss 


iy States (l.e., the ratio of the volume of expenditures 
to the stock of money) has increased steadily since the 
2a: of World War II, This ie true for concepts of 

‘oney that include and exclude time deposits and for 
uc differing concepts of expenditures as total non- 
inane ta payments, debits to demand deposits, and the 
véral variants of Bre ares ines: Furthermore, it 
tr © for most other prosperous economies as well, 


3 ZT. Selden “The Postwar Rise in the Velocity 


" The Journal of Finance, December 1961 p. 483. 
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5). The second function of demand deposits is 
ee eS 

9) that of a store of liquid assets, Liquidity is defined 
(ae me 

3| as the relative ease with which assets can be converted 


4] into money and thus, besides serving ag both a means 

S| of collection and of payment, demand deposits are, 

6| along with cash, the public's most liquid resource, 
Bens 0 other liquidity media compete with demand deposits 
as a store of value. While in Canada savings deposits 
are subject tO. notice of withdrawal, they are in 


-psctice accorded chequing privileges. Other savings 


ee" gonsidered So pane of the money supply. For 
‘many other instruments, however, it is necessary to 
“arrange for their sale or redemption and conversion 
nto money | before the proceeds can be used as @ means 


ts) of payment. “@here is frequently the additional risk#of 


ig) fluctuating value. 

| 165, Nine out of ten cheques and money orders 
a “tecued in eads are deposited into current accounts 

a] Peet of oa banke' function as a depository then is to 
oat payment for such items Banks give immediate 


bredit even pehough the collection of items which appear 
= 
| deposits may take some time to effect. (This state- 


ment does not apply to items of $50,000 and over, which 


: Bleared by wire.) A depositor in Halifax deposit- 
é: 
ing a cheque drawn on Vancouver, for example , 
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gets im- 


diate credit in his account, even though it may be 


@ days before the cheque is char 


.. 


ged to the maker's 
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7 account in Vancouver, In the meantime, the bank has, in 


“| effect, financed the transaction, The cost of this 


5] py various means, ine Lud ing the increasing use of 
| erectyonte equipment. 

| B66. Although the banks do not pay interest on 
a account palances, if they permitted unlimited 
9) ectivity in the accounts without making:a service . 
charge, this could be considered a very high payment 
ror the use of such funds. This wage recognized by the 
12) veomtllan Rooore of 1933. Ag the report pointed out, 
4} ac a charge were not made this AE) result in the 

14) shitting of the costs of performing certain services 
5) exon one class of customers to aeons class". (Report 
a of the Royal Commission on aati: and Currency in 

1 cenace, Ottawa, 1933, page 74.) 

“167. While the operational procedures for personal 


©) chequing accounts vary widely between individual banks 


| Rome, for  ezanple, ee cheque: Dogs. at. : 10g a cheque 


; att 


11) ang return eancelied cheques to er customers while 
iaae . 
subtract the service charge a arate of 10¢ 


: ‘eheque ) from the account ee Bbosaan the cancelled 
cheques ~. =- the operation of a current account is 
asically the same in all panks. Current account 
MT sc0iye-2 statement of account and cancelled 
heques monthly and more often if required. Public ac- 
eptance of the Boast chequing account 1s developing 


teadily but slowly. At December 31, 1961 the total 
ae Seat 
Mt outstanding in Personal Chequing Accounts Wos 
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1 only $104 million or just over 1% of total personal 
2) savings deposits. 

| 168. Service charges re: normally calculated by 
| allowing one fuee entry per month for every $50 of 

5) minimum monthly credit balance. A charge of 10¢ is 


lj _— 


6. made for each additional debit and credit entry with a 


7) atnimun monthly charge of $1.00, Where cheques are 
gi iistea by the bank and charged to a customer's aoe nae 
‘in total, the, charges are based Deca ofvindsi— 
| vigual cheques. In accounts which normally maintain 

.. * 

balances of at elise $2,000, but are subject occasional- 
2 to wide Pet Get tons the allowance for free entries 
nay ba based on the average balance. 

169. From time to time a bank will make a cost 
Betiret s ofa customer's account and if it is evident 
that the service charge just described is inadequate 

in @ particular case an additional amount is charged. 
Age can be appreciated that current accounts vary 80 

| Widely in the variety of services that may be provided 
that no single overall service charge can be applied 

| to all Re iors of a bank. The question is further 
complicated by the permission granted to some important 
Customers to issue their cheques as “Negotiable with- 

4) out eharge at any branch in Canada, far northern 

j| trenches er tontt. Normally the remuneration given 
the banks for this par privilege is in the form of the 
‘maintenance of certain minimum deposit balances. 
Government of Canada Deposits 


») 170. ‘The. deposits of the Federal Government are 


Uocated between the banks on an agreed ratio according 
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| +0 each. bank's share of the unrecovered costs of 
nandl ing Federal Government business, Following an 
agreement reached in 1953 a banks have paid interest 
to the Government on some portion of these deposits, 


The present rate, negotiated in 1959, provides for 


interest at a rate of 10% below the average rate on 


_< di 


| accepted tenders at the weekly auction of three-month 
8 Treeury bills, This is payable on the amount by which 
| the Government 's minimum weekly balance at all banks 
Beexceeds $100 million, It should be pointed out that 
ii} the Government accepts no cbligation to keep a minimum 
| of $100 million Or more.-on depos it. 

~171.. Some idea of the scope and growth of Govern- 
erent business handled by the banks is given by the 
Raton of A aient cheques and other instruments 
cashed eee those, of the Unemployment Insurance 
Commission) in the years 1951 and 1961. In 1951 some 
36.8 million cheques were negotiated; in 1961 this 
figure had risen to 62.1 million, almost 9% of all 

aol cheques handled by banks in Canada. 


172. While remuneration for some special services 


cheque and deposit handling functions. The question of 
‘the adequacy of remuneration for services rendered the 
fovernnent ig a matter of continuing concern to the 
danke, As outlined above while the banks pay interest 
mM weekly balances in excess of $100 million, the 


SVermment is under no obligation to keep any free 
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palances with the banks. In gpite of repeated requests 
“compensation hag not been put on a properly defined 
basis and it is now considered very inadequate in 
‘yelation to the sharp rise: that has taken place in the 


volume of government business, 
ied % ‘ ; 


See 173. Under Section 93 (1) of the Bank Act, the 


2 a ~ é 


- banks have been prevented from making any charge in 
| respect of cheques or other instruments drawn on or 
payable to the Government, and the Government has not 
| et be . 

agreed to provide adequate compensation. Indeed it 


“may be faid that this forms a special burden not en- 
Brahe: 
countered by other industries in doing business with 
age 
the Federal Government. As pointed out in the para- 


“graph previously quoted from the Macmillan Commission 
of 1933, this, in effect, means that charges to other 
‘customers of the banks must be sufficient to offset 
the nec’ incurred in handling Federal Government 
“entries, 

| te A Bee on, similar to's. 93 (1) of the 
‘present Act first appeared in the Bank Act of 1890. 


That the relation of the Government to the banks has 


vastly changed since then is illustrated in the follow- 
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TABLE VI 


GROWTH OF FEDERAL GOVERNMENT IN RELATION TO 


THE BANKS 
1890::,... 1961 1961 ¢ 1890 
~($ Mi11i ons ) (times) 

Canadian Federal 
| cove. Budgetary 
meepec na dtures : 5 LO 5,958 149 
| bred gs National . 

Product Bares: 36, S44 46 
Biensdian Dollar 
)| Deposits at 
ee ered Banks = 129 12,804 99 


Bercderai Government Bank 
), Deposits Melanes 257% 86 


Government Expenditures - Department of Finance, 


: _— 


fupsie Accounte of Canada, for the fiscal year 


ended March 31, 1961. 


Grogs National Product for 1890 estimated by O.J. 


_ Firestone, Canada's Economic Development 1867-19533; 


- for 1961, D.B.S. National Accounts. 
- Federal Government Bank-deposits - Canada Gazette. 


175. Government budgetary expenditures in the 
1961 fiscal year were almost 150 times the 1890 figure, 
@ much faster growth than either Government bank 
ot or G.N.P. Even the foregoing is not a full 


sure of the increase@ burden on the banks, however, 
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y, y 


cause there have come into existence in the l 


| government policies involving various types of 


re payments effected by means of millions of small 
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cheques or other instruments for such purposes ag 


Unemployment Insurance benefits, Family Allowances, 


7); have been envisaged when the privilege of exemption 
eon charges was first embodied in the Bank Act, 
i... 176. The chartered banks make a very substantial 
“eontr tbut ion to government revenues by keeping 8% of 
‘their Canadian dollar deposits in Bank of Canada notes 
Mm in interest-free balances with the Bank. During 
1962 Such notes and deposits averaged $983 million. 
Provincial Government Deposits 

| Brie Provincial government deposits, unlike 

s) Federal deposite, have done no-more than hold their 

| own when compared with pre-war percentages, These 
as posit accounts operate in a similar manner to 


> 


| corporate current accounts but are separated on the 
, 
| banks’ balance sheets for statistical purposes. 


or 


| Deposits of Other Banks 


178. Deposits by other banks in Canadian currency 


are also shown separately, and mainly represent accounts 
maintained by foreign banks in Canada, They are used 

tO provide cover for drawings on Canada by these banks 
nd serve to facilitate the encashment of Canadian 
heques in the United States and other countries, For 
xample, cheques of Canadian @rawers cashed in Kansas 

ity would be cleared by the American bank to the 


dian correspondent who would credit the deposit 
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account of the American bank with the proceeds, 
* hay . 
b} Canadian banks for similar reasons maintain reciprocal 


“deposits with foreign banks, The growth of these 


ers. in Canada both in dollar amount and as a per- 


ad 


merece of total Canadian dollar deposits is, in part, 


pa reflection Or the continued growth of oe 
| 
Bore ten trade for which foreign banks have required 


8} larger deposits. Perhaps of some importance also, 


9} however, is the fact that Canadian banks are held in the 


highest regard in every part of the world as a safe 


1] ae: Part of the large growth in such deposits 
meu unererore, a reflection of the desire of foreign 
banks to have some liquid resources in the safety of 
i] canadian ee Depogits in foreign currencies, in- 


S| eluding Piece by foreign banks, are diseu sseq later in 
& 


16| this brief, 


i 


i ; 5, 
7 Personal Savings Accounts and Other Not ise De osits 


179. As is evident in Tables I and II some 60% 


of total Canadian-dollar deposits of the chartered banks 
are now in the form of personal savings accounts or 
“other motice deposits. The chartered banks have long 
been the most important savings institutions in Canada 
and, Pepateat count on September 30, 1961, the banks 


had over 10,8 million personal savings accounts on 


oly 


their books, 


- 
. 


, 180, In view of the extent to which savings 


t 


depos its make possible the broad credit operations of 


he banks they must be considered fundamental to our 


nancial system, By the same token, it is important 
YY : , 


t the banka continue to hold a major portion of the 
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public's savings. 
OSs,181. While demand deposits represent, in general, 


} the “working capital" of individuals, organizations 


» 


| and companies, notice deposits are more likely to 
5| represent their reserves held pending a major expendi- 
ee. , 


) ture or with investment in view, ag a cushion in case 


ea 


7| of emergency, ae simply the accumulation of, savings 
over the years, 

: 182. This distinction between demand and notice 
19) deposits is evidenced by the different rates of turn- 
1| over for each type of account, From Table V it can be 


| seen that the turnover of savings ‘deposits in 1961 was 


3) 1.52 compared with a turnover of 68.29 for demand 
4| deposits, 


5H (183. The importance of savings accounts to the 


| community arises not only through their role in faci- 

7] litating Savings but also in the uses to which the funds 
| are put. The chartered banks play a vital part in. our 
Minancial System as general credit institutions, Where- 
Be other Savings depositories tend to specialize in 
granting eredit of certain types or for cextata 
Purposes, the chartered banks make their depositors! 
funds available to nearly all classes of borrowers to 
eet a great variety of credit needs. Consequently, 

hey are able to direct gavings into many hennet to 

set vary ing demands, and can shift easily and quickly 
on one use to another as demand warrants. This 

ietion is facilitated in Canada through the flexi- 

At} of the branch banking system by which funds may 


de available in any part of the country as the 
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changing seasons and the varying needs of industry 
demand. 

a 184. Chart II reveals: the uninterrupted increase 

| in notice deposits during the post-war period, It also 
| shows that while their growth has been generally upward: 
, “the rate of increase has varied ina err eres ye 

| manner in much the same way and for similar reasons ag 
"earlier noted in the case of demand deposits, 

a 185, However, during the 25-year period 1935- 


= 


| 1960 Gross National Product has inereaseq by 733% con- 
Co : Poe 

i] Siderably in excess of the increase of 433% in notice 
| | 

2) deposits, Only during the immediate post-war period 


3| 1945-1950 did the percentage increase in deposits ex- 
4] ceed that of G.N.P. 

vo" aa | . . 

. 186, This disparity ig not a reflection of a 

6] lover propensity to gave on the part of Canadians. In- 
| acea, if the savings in credit unions and Canada 

1g) Savings Bonds are added to those in chartered banks 
the Prercase in savings so defined over the 25-year 

| By erounte to 739%. Rather, the disparity between 
the growth of Savings in chartered banks and G.N.P. is 
@ reflection of the increasing importance of other 
avenues of Pence, 

; 7 187. The growth in chartered bank notice deposits 
ae been encouraged by the increase in the number of 
ranches ae by the chartered banks, These in- 


ee 


eased from 3,448 branches and agencies in Canada and 


£ 
7 


WEOundlandg in 1935 to 5,225 at the end of 1961, while 
“number of savings accounts has more than doubled. 
tober 31, 1935, the number of these accounts in 


.* 


ee 


det * “sag ere oe 
pleat tureoem nesd ‘sad dawg abort ef 


tes 


mae 7¥5 > wy ee 
Leohtego-me tows a at hetnay est eaeeuer am o at 
re or 
pe - 
ost 20Gq Sh Betaneb ‘to aBss ont at 8 


2 enogasy’ talimie cot prs’ Niet eee, hap h 


Pees pot xag agay-e8- ant adtupbe ‘nay e vO, | 7 
ms Jaws if 'p 
-(a REST ys Hemsotens aad: toubo st a alt 


/ 


ot soe ot REE, $0 saasront edd to, asone 


hobteg skweveoy otal beams octd gadis vie aoe 
-xb atteodeh nf staccort systrsoreq sci FQ L=2 
sine = 


| KD, . a 


« % gottoslie: » tones vissagetb nie 


mat _ sree? 9 2694 $02 gO eve oF yiread 
3H. ._¢ 


shpAgoy hie ae ahs, sper nt sgatves Bi 


aad borezusle yt eagtiz: 9 pee ‘ans ares 
7 
seees al) Svs oat) 08, hs asda ni seascoat 

: * 's 
aawsed. Yiasqgelo sé? regdal «R251 a7 atangne bos 


#) (9,%,0 bas sumed panotwade fh agoivea 20. siwory 


a 


mate to Uquassogme. SAL Nerupet eit bo oot toatl 
SRVaR, to “eeu 

ant sagt potters sired devesuaids Pr dfwors edit 58E 
is “eoeimma Srie a? cehaaezh edt yo pepenvonce osed 
=n sont? _ Soi fietedeet ont yd beya7édy 
one aeingd a, iced og sbdanatd BE mo 


myer 


7 
gh ; 
Net hercut Young ane 


> Toronto i. Ontario 


~ 


“a 
& 


we tnit:: 
shartered banks stood at 4.0 million; by September 30, 


1961.5 this figure had increased to 10.8 million, That 


Bitnorcae in number of branches has enabled the 
banks to reach a wider proportion of the population can 
‘seen from comparing the growth in the number of ac- 
counts, 170%, with the growth in the population over 
‘the same period of only 68%. 

a 188. Two other significant trends in savings 
‘aeposits may be noted. First, the average phen 26 in- 
dividual savings accounts has shown a fairly consistent 


“increase from $365 in 1935 to $711 in 1961, Second, 

br, 

“in keeping with this trend, the proportion of individual 
| accounts of under $1,000 has shown a steady decline | 
from 92. 6% of the total number of accounts in 1935 to 


«8 eet 1962. 
F489. In deciding how and where to hold his savings, 


A 
= 


an tngtviaval will normally be governed by the follow- 
‘ing five considerations: 
| 1. The safety of his funds; 
2, The readiness with which his savings 
can be converted back into cash; 


aeeerne rate of interest or other return 


received; 


4. The ease and convenience of making 


the necessary transactions; 


5. Other services offered in conjunct ion 


with the savings facilities. 


: ‘The gafety of deposits in Canadian chartered 


3 is today ‘generally unquestioned. While there is 


Bbc: 
em of deposit insurance comparable with that in 
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| tre United States, the present strength of the Canadian 
banks almost precludes the possibility of failure. In 
| aaaition, the chartered banks are held by tradition, 
iy peeretiton and by sound management to high standards 
of prudence in their handling of funds entrusted to 
them -- standards which are much stricter than those 
applied by #ome. competing savings institutions. Con- 

g| sequently, there have been no losses to savings deposit- 
ors of Canadian chartered banks for more than 35 years, 
- inolud ing the years of depregsion in the thirties 

= of Gouvees Savings deposits are not subject to 
Risk .of market price fluctuations, ag are corporate 
erie and marketable government bonds. 

191, While in general ee regerve the right to 

i Beramotice of withdrawal on savings accounts, it 

has not been the practice to require it. Bank savings 
| deposits therefore are akin to currency in terms of 


their liquidity and consequently are an attractive form 


| of Saving, In addition, the savings customers of the 


bond 
> ih leno 


peeesened banks enjoy at a price full chequing privi- 


- leges which enable them to make payments to third 


sasias ee Ye 


| parties SRSLY. 

192. The convenience of savings deposits is en- 
hansed by the widespread network of branches and sub- 
@gencies of the chartered banks, Most Canadian towns 

| 4nd neighbourhoods have a branch or sub-agency of at 
least one of the chartered banks. The branch banking 
system Sa possible the operation of branches in areas 
hich could not support a comparable independent savings 


hetitution because branch banking operates most 
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ee 


of 193. The branch System of banking also enables 


_ the banks to offer all their savings customers, re- 


farce S of location, a wide varlety of other services, 


* 


— a amie pale pense rth see sos 


_ These include : chequing accounts, credit facilities, 
a 


6) safekeeping services, securities transactions » foreign 


7} exchange, financial information ang Seen eee and 


3] contacts with financial centres throughout the world, 
19}. The present rate of interest paid on Savings 


accounts la 2-3 /ug calculated on the minimum ee 


a 


"balance and paid half-yeerly on the last day of April 


and Ostober,. Service charges are calculated quarterly 
with one free cheque allowed for each $100 oF the mini- 


4} ao qiarterly balance and a charge of 15¢ is made ie 


Several of the banke have operated 
ee savings accounts. aise has pro- 
| vided a life-insured savings pian. No statistics for 
J evatuating the acceptance of these special types of 
“deporite are available from the individual banks for 


“by tous competitive reagons. 


{ s i 
‘Savi gs Deposits - Che) bing Privileges 
A “ | ' . ‘ - 


cg 


i, (196. The practice of permitting customers to 
rel gl ES Se 


tesue cheques against savings accounts, which is not 
customary tn either the U.S. or the UeKes sigs Salo etfs 

ve hag ite origin in the competition between Canadian 
anks early in the present century. The practice has 


oe == 


isadvantages for the chartered banks as it materially 
ae 
*sases the costs of operation of their savings 


tments, It was this fact. that encouraged the banks 
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" to introduce the Personal Chequing Account in 1957. 


« 


Hh it was felt that if savings accounts with high activity 


3! could be handled in a group with simplified procedures 


(| and not. interspersed among less active savings ac- 


f 
| 
5} counts, handling costs could be considerably reduced 


6) and part of the saving passed on to the customer in 


“| lower service charges, 


av. a nowewer.,. the. privilege of dssuing cheques 

9) on savings accounts has been widely used by the public. 
o| zt provides for the banks' customers a higher degree of 
iW] liguiaity and convenience in the use of their accounts . 
12 than would obtain if the practice were discontinued. 

A ae two factore of Jdiquidity and, con- 

j | venience, are important in the public's choice of where 
tt will Doles £avings. 

Fil. other Notice Deposits 

S 198, The category of other notice deposits in- 
tua ae savings deposits of institutions and cor- 
|e which are maintained, charged service charges, 
‘and paid interest in exactly the same way and at the 

| same rates as are Personal Savings Deposits. 

199, With the rise in yields obtainable on 


Government Treasury bills in the 1950's corporate 


| treasurers began to invest surplus working funds, most 


of which had been held in bank current accounts, in 


‘interest-earning securities. At first the Invent ments 
Were mainly in Trea 


7 


sury pille and finance company paper. 


later, as the market developed, investments were also 


made in repurchase agreements with and day-to-day loans 
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as grain companies, large retail and chain stores, and 
" _ ida a 

_ sone fezewinotal and ae Sot governments To meet 


See 
Baoser amounts 5 terms for which were revised in 1966 
Receipts axe lesued for Been ee of $25,000 and eae 
| ete for terms of 30 to 364 days. The rates are re- 
Bison periodically in reflestion of money-market 

, fone; at the time of writing they run from 

}| 3-2, /8% for 20 to 59 days to 3-7/8% for 270 to 364 days. 
ipts are not negotiable and the deposits may be 


ee ndrewn pefore the agreed term but with an interest 


Adthea ugh fixecé-term deposit receipts account 


webs ~~ 


fer Blentay lega thon 1% of personal savings deposits 
Lat * e 


ee ce the new rates were introduced. 


= "200. ‘Im addition, one of the chartered panks in 


| 6c ean fasguing term notes with maturities, of. from. 


a. 


a to 6 years. These notes ave issued im amounts of 


| ho, O00 and up and ave negotiable.: The rates are 8¢ 


from time to time; at present they run from 4% for notes 


under 2 years, to 5% for notes with a-maturity of 


setween 5 ce 6 years. 


Deposit Insurance ? 


201. In contrast to the situation: in Canada where 
& no deposit ost shakes perhaps the most a ’ 


ik ing feature of U.  - regulat ioné for the safety of 


Liat 


im > 2 A ore 7 7 
” Wh is — ee _ _ 


| 5 Ne ee ne ve 


“pes, pwerota ate suites 


Ts2am a a2 esac ewes 
“fad? eas oy sivad blows ree “bes: a 
Bi ah . ne alaae ies Bed ieance ee reap ¢ e | oan 
“fends %6 SInonmyt7s he s280q 8 an re 


ty yy 


tol sigiésoer Files b wtsdopentt enerent ¢ 


a ‘ 


‘ 
Sw © mae e a hi a i ‘ Pe ae red 
| -tO¥Vi Tf Depsiveat eto fel dw 10.2 amd eetay J 
; 
1 


i 


' * _ =t*s “ q rm = ‘4 ‘ : 
.r9¥o Bae OOO. ESE Fo e7laoqes to? ohne . 


5] 
$ 
¢ 
ww 
* 
4 
ab 
+1 
7 


y A? Se “Ww 36 euntl®? 
~~ 
~ = a « - ae 
+. ¥ Ww ad a “> ’ b ee 
£ 


{ rer , ree? ie , W id } eo . Coy, tg 8 : iy ‘ery 7 ay Ted a2. oe 
‘ 7 x * 


vi Jatenatadae Rt at evel aco’ Gained ads pie, ettenges. 
sai 


«0 Sarl St ey fever vet ‘oa? toate 


iunsy betatrats ate To @o8). .neeer eee al ge * 


TO Set2li=ene 77%. €o70er aded sa rleeat scien oe 
° i 
salsa SHOnT sane Fo 4 


Netherew &é Young A182 


- Toronto, Ontario 
b 


depositors is the aepostt insurance provided under the 
Banking Act of 1933, which established the Federal 
Deposit Insurance Corporation (F.D.1.C.). Out of a 
‘total of 13,999 banks in the: United States at the end 

| of 1960, 13,451 participated in the insurance scheme. 
At that date the deposit insurance fund amounted to 
$2.2 billion, or 0.85% of total deposits in insured 
eke, Rete pat ine banks must insure the essuiest 
. of each of their customers up to a maximum of $10,000 
oy mying an annual premium to the Corporation of 1/12% 


af 
or their total deposits A portion of this premium is 


a a 


|x Med to the banks each year after allowing for pay- 


ee P 
neat of losses ae expenses of the Corporation. 


1 - he : o 
a Mele, in the unit banking system.of the United 


ms . 
“States, fest .D.1.C. 1lf.a valuable guarantor ef safety 
Be. 

| to the vast majority of depositors who keep their money 


24 


‘in the numerous small banks throughout the country. 


is deposit insurance system promotes safety in two 


eel) It stands ready in AG. Mee te to protect 
uepositors and maintain confidence ih ene 

© Panictng System; and | 

my it requires its many policy-holding banks 
to observe certain standards of safety, thus 


ae 
— ‘talsing the average stability and safety of the 


Rynole group. 
203, However, the situation in Canada is quite 


ifferent. Each of the Canadian banks is large enough 
a. . 

l Strong enough to stand alone without deposit in- 

ee as . 

ce and we gee no need for the introduction o 
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Rhee. 
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urance, 


‘The Segrep gation of De) osits by Term or Type 


ui 


_ There are a number of considerations in- 


ac 


ved in any proposal to gi fferentiate among types of 


¢ 


depesite in the chartereqd banks for weserve or lending. 


ee 
“purposes. Not only are there implications for mone tary 


| control and asset management but also the repercussions 
> = i. 
OF any propesed changes in the public's attitude to ang 
a 
confidence in Canadian banking are ef fundamental 
) importance, 


oe 205 . As noted in Table V the velocity of cireu- 


sOunt deposits is much higher than 


7 


BP fes accounts, It Ls on the fundamental facts 
mer the greater stability and lower velocity of notice 
boesits that Suggestions have been made from time to 
time that the chartered banks might quite properly en- 
gage. in 2@ much Lauger way in long term financing, in- 
Giuding conventional mo rtgage es. It has been suggested 
that one way Of doing thia would be to “notionally 
gregate" term deposits from current deposits for 
ng-term lending purposes. 
206. However, this would intreduce an unnecessary 
Beietty into the struetur re, aa there need be no formal 
ink between the term of deposits and the term of loans, 
om the Community's point of view the over-all problem 
‘*0 achieve a balance in the total supply of and 
a resources. It has been the 
etion of financial organizations, especially the 
to receive the savings and working capital of 


Giunity for varying terme and to apportion them 
a + 
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pam or investments at short on long term as cir- 


Praucss warrant, 


-., Within the over-all pattern there are 


pecialized intermediaries, but the banks are the 


teal institutions to undertake the key role in the 


Location of credit. On the one hang the banks! 


osit obligations are a reaqy fubstitute for currency 


@re universally acceptable. On the other hand they 


d to. the widest ‘Soaps of borrowers and in the most 


med: ways Moreover, in the ease of bank loans to 


. ae the banks to some extent are’ 


lers of last resort, 


“© £208, 


Ld 


On &@ number of occagions the Bank of Canada 


© moved to influence the investing policies of the 


tered banks. On one’ occagion in the early post-war 


Od there was a limitation on the amount of Govern= 


of Canada bonds banks sould hold and the amount “ 


f 


could earn on -these bonds: .More recently the: 

ation has been completely Opposite and the: Bank of 
ja aaa in connection with the 15% liquid- 
Batios- that a minimum investment must be maintained 


the ne form of Treasury bills and day-to-day loans: - 


“209, It might be considered that one way to en— 


mee Ancreaseq investment by the banks in longer-term 


x 
a 


hument would be to permit -a lower cash* reserve 


et savings accounts; In the United States there 


m+ 
fe} 


VEr cash veserve requirements for the savings 
TS of the commercial banks than for demand 
4 


S, The difficulty with this is that cyclical 


Shifts between demand and time deposits create 
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rv! 
omplications for monetary control, The whole problem 


, 
ite 
* 


Of cash reserves has been di ecussed earlier in the 
brier and it is perhaps sufficient to say here that it 
+ hardly satisfactory for a situation to exist thar 


could work in the opposite direetion to the policy of 


‘the central bank, 


© 210, There is, however, another aapest Of the 


nks that also conserns the central bank, Canadian 


~ 


nks have for many years been relatively inane te ae 
et Grigia such as developed in the inion ce 
States in the 1930's. In large measure this has been: 
Hid vecult of asset management policies that kept ade- 
Wetie deweee fox any foreseeable emergency or pericds 
of contraction, Nevertheiess, L¢ pore of the prime 
etione of a central bank tc act ag the lender of 
at resort to the banking system, If the Canadian 
avtered tanks ente: more heavily into longer term 
estmenta, tt would appear logical that the Bank of 
2da be prepaved to accept for rediscount some of the 
; * 
gev term instruments that woul d ibe acquired by the 


ka in thé prosess and for Wares rediscount periods 


fen. Sk Th Bummary, we are cppesed to any attempt to 


Bregate deposits by term or type because we believe 


a. 


2 result would be to introduce undesirable rigiditiea 


© the financial system. 
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SECTION V 


FOREIGN CURRENCY BUSINESS 


ihe Foreign Exchange Market 


ss 
a Pieeeeine active participation, of Canadian 


le 


SS 
y 


| chartered Pon i Lorelen currency operations of all, 
| sorts is a natural corollary of the great importance to 


He 
Ca anada Semroreien trade, if Canadian banks were not in 


ie 
a 
a ‘position to provide the whole range of banking 


mervices necessary for carrying on an extensive export 


this would have a considerable adverse effect on our 
“current. account balance of payments. To the extent 
that eno Lan banks are able to go beyond aeavena cs 


‘such services to Canadians and are able to compete . 


ee : ra 


7/ succes efully with fore: gn banks for further inter- 
a oe 
8) Saatecnaa nus {re s852 there ig an, additional favourable 


| impact on .our palance of payments.. Revenue from bank- 
eee esb. 
p the Services te, in. short, a significant item in the 


Bence of Pe enee ang the success of Canadian banks 


in the ee eivc competition with foreign bankers .is— 
eve i 


in. tant to Canada in the same way ag success in hold- 


ay pene extending: our export markets generally, 


7“ 45213, The foreign currency business of. the Banks 


rises out of all transactions with foreign countries, 


such a6.importe, vexports,, investment of all Kinde, pay~ 


A 


ent ‘for ‘gervices, interest, dividends, profits 


~*~ 


nittances, gifts, tourism, etc. Foreign currency 


tat! 
actions include all types of transfers, cheques, 
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| grafts, currency, bille of exchange, and go on. 


Meenrere ' commercial Letters of credit are also ueed 


| eee vey to ensure prompt payment according to 

; | specified terms. 

ei. In obtaining payment for es settlement 
6) may be taken in; the- currency. of the country of the im- 
porter, provided Ee currency le reliably convert iors 

| and there is an adequate panier market, otherwise it 


| may be in .the interests of both buyer and seller to 


ia n 
; J 7 
¥ 


10) negotiate for payment in a key currency such as U.S, 
| dollars, which also offers the advantage, if financing 


#2) is required, of extensive credit facilities at low rates 
or interest. 


- 


215. The Canadian banks provide a wide variety of 


e 


ce: of payment for imports. Both the Canadian im- 

- porter ang the foreign exporter can have their interests 
Beeeuarded by employing a Canadian panig gomneretal 
letter of credit, the terms of which. can be made to 
sult The requirements Cr & part leular transaction. 


if 216. Banks in Canada are active in the forward 


4 
ee 


| ets for the key currencies, U.S. dollars and sterling 


ang oe all the other free currencies for which there 
ct 
Bis a forward market, Any foreign currency that enjoys 


a forward market against one of the key currencies can, 


of course, be traded forward in Canada with the same 


facility. Forward trading in U.S. dollars ang sterling 


ig active up to six months, while less active trading 


lakes place beyond six months up toa year. Any for- 


Be 


trading beyond one year would be subject to 


got lation. Ordinarily the forward rates bear a close 
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relationship to the difference in short-term interest 
“rates between the countries concerned. Other factors, 
mt 
guch as commercial Supply and demand or the predomi- 
| PO: Pie - | 

| nance of Speculative pressure due to fears of devalu- 
5] ation or revaluation may affect the rates and ability 
2 i ai 

| to ee forward freely on 4 reasonable basis. Forward 
a 
| raotgiitice enable exporters, importers and others to fix 
their exchange commitments, Banks may grant customers 
By 
optional periods within which they may make delivery 


Sen 
or 


¥«@ 


or take OOS an of foreign currencies aes forward 


ae trading between pee is for fixed dates only. 
| in Granting customers optional delivery periods, banks! 
forward positions often become temporarily distorted 
Bc the exercixe of these options. The handling of 
5 “these operations requires the use or availability of 

j| substantial capital. 

a 217. The hand ing of the foreign exchange business 
om: the chartered banks is centred in the International 
“on Foreign Exchange Departments of the individual banks 
Where Specially trained staff are in charge of the 
ag These departments maintain contact with each 
other through foreign exchange brokers employed on 2 

: salary basis by The Canadian Bankers! Association, 

chs Canadian foreign exchange brokerage procedure, 
introqueed in 1950, hag proved highly successful, re- 
Beh estos activity and narrower spreads between 
ay ing and get ti rates, 


. 218... The individual tzading departments of al 
ae 
A150. maintain constant “touch with 


other foreign 
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. ¢ a, 
rere through private telephone and teldx! 

pia 
qd telegraph connections, 


services, 


pl ud e telex and fast cable an 
me 
Free exchange Operations are facilitateg by the | 
foreign agencies of the Canadian banks located in: New 


Y rk, London and elsewhere, which are in constant com-= 


munication with their local markets, Other New York 


and London banks, as well as the large European foreign’ 
xchange trading banks, also are in direct telephone or 


a 


. telex communication with the foreign exchange trading 


r 


departments of the Canadian banks, which, in turn, 


ave ready access to the Canadian foreign exchange 
market on the basis of the special. brokerage arrange= 
t referred to above. 

219, The foreign exchange trading departments of 


‘the banks maintain constant contact with their central 


branches across Canada, furnishing the latter by wire 
fy 
r telephone witli particulars! of the iaito Se raeeign ex- 


. Di: 


Be quotations, | These central branches in turn: keep 


in touch with any branches having any special interest 


in@ particular currency for account of interested 


ustome rs, Under this system all byanches can offer 
h eeu the:facilities available in the largest 


an 


gn ‘exchange trading centres at a minimum of cost, 


“- 


these requirements relate to transactions for 
t or forward delivery. This organization ‘is also ~* 


Hilable for the gathering and dissemination of special 
a: | —e : Pree 
mation relating to the latest developments affect- 


‘eign exchange rates, foreign exchange ‘regulations 


Mies operating under foreign exchange control, 
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| and any other information of interest to importers and 
Ji exporters and others in Canada interested in inter- 


3| national financial transactions, 


4) Foreign Deposits 


vt. 


220, In recent years banking ha 


x 
ce S been taking on 
6) an increasingly international flavour, involving short- 
‘term deposits denominated mainly in United States 


Saolters but also including sterling and some other 

9| currencies, Canadian banks have always accepted United 
10) States dollar deposits for the convenience of customers 
ji] Wishing to hold their balances in this way; the princi- 
pepe users have been Canadian exporters, Canadian com- 
3| panies Operating plants in the United States, and 
Pecustomers requiring a depository for investment capital 


awaiting exchange into Canadian dollars or repatri- 


16| ation to the United States, However, banks in many 


19| Which have come to be known as Euro-dollar and Euro- 
‘a { tel 
| *®terling transactions. There are similar but 1gss+ 


. 


“a 
yy) Well-known external markets in other currencies ag well, 


aaa =i 


a International differentials in interest rates 
3) are a factor in the spread of such practices, Thhe for 


_€xXample the deposit interest rates offered by U.S. 
bar & have for gome time been lower than comparable 


fates in most other countries, with the result that 


ul 4 


MOlders of dollar balances, whether residents or non- 
me * y 


residents of the U.S.A., have been able to obtain 


igher interest rates by directly or indirectly lending 


h balances to borrowers abroad. Until recently the 


I 
'. BAS S 


iow sa sefomevtus ted? ml, spenven iannsixe 


se anette ~Seod Jomeq, Meum. te DAP st ol LOR 


| henban ecetateon ial atts 


eae 
exo tment oa “$8. 


~asret oi jorsousnat anne 
Be ret 9: ton ’ 


) : : 
anivet ceed zedge er axdey. tnscersat 


Wc 
et pods weentosal, cat wee alt ssnorgpensaat vign 
sodavé petial ab. eSnion petantmonep ag 3 b 
“ento @@eb, BAR eae tit frets snambebents ost 2 1 
i bord esos BNSWhS oven SBiinad cota stone 
uit to senSlReyneD ail 10% pyieogeb , sso ase 
sade pyse Side at Dicalitn sd stent ih 
f avetrage® 0 patie: 900 evan @ 
‘ | 
base Rett: J. ed ad eonalg isan : ws : 
tei Hbersowrt Not yer ts0q 9b & gatstupen 7] 


ciel fob et aaed ost ane 


4 ‘ 7 ny’ “ 

‘gyen at. solnse ae swan er betinv sit © 
atu 
ng aiiseceh ¢ge098 6 p Lol! gala tnuoe nerto bos ms 


Gi lLeeta wo exsiiob «GiB ok redken ee 
if. tue asiiote eis scent anotioseass? satin 


sy tnenptat nl, alesinerest ie janos teorcot gh K das 


ee eed 


wi 


eli WH baisito. S624 Jsexetal rere oh 


2k < aqageoo gent tetas need emi? sa04° T0% OV £ 
“7 14 i [ 


ter? tiyaey edd bt bw aedsdoHo: vediq 2 


? 


pen t sia vebbast <att orc, | bdgmated 


‘ ids: 


f Ende 7 elds. aves ore: i 


a sthercul ng Young i | | A191 


| Teast Ontaric 


get tvely few ever or deposit interest rates at U.S, 


Bs 


“was usually attributed to the mex imume get for - 
. . . 
membe x panks of the ouare |. Reserve System under 
et 
’ =e bs 


guiat ion Q. While these maximum rates have recently 
n liberalized, the deposit rates of U. =e banks ave 


he rigen to the full SR tA now ‘permis Siete 


Rees s Other factors are: also involved, however, in- 


¢ uding the widespread démand ‘for idea at dollars 
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Wey eee in world tra ade a return Be more 
fee ac, te 2 building SW apes hy offic al foreign exchange 


Mee iis of major currencies Sie -resident ac-_ 


Speculation on exchange movements nas algo been 


factor at times. U.S. dollare:, external sterling and, 


tain other currencies WaPo: Ur all foreign ex= 


eas ye 
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ie. “+ 
liar. such funds have be readily available. in Tange 
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= at relat ively ‘Low rates -of ‘interest. Sterling 


whe prine pat European’ our rencies have the further 


dvantage of "being free of U. es foretgn 8 ssets control 
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WEEE Buro-dollar and Buro-sterling funds are 
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call and other short-term loans and investments such 
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eases these funds are used in countries outside the 

| united States and United Kingdom on a swap basis, 

in 224, The growth of poveded currency depogite on 
s] the books of the Canadian banks since 1958 has been 

| eubetantiea, much of it on a fixed-term basis, At the 
| beginning of that year they were a little over 61,5 | 
|] viaaio8n but now amount to nearly $3. 5 billion, This 


“growth, of course, has not been confined to Canadian 


Bepanice; since institutions in other countries have been 


Boor PP cattiehs in international centres, especially 
London, hag been impressive, 

Bao. The success of the Canadian banks in this 
field is undoubtedly due to their reputation as de- 

| nn having regard to their own sound financial 
Positions, their location and the relative politieal 
_ stability of the country, ag well.as to 
‘the competitive rates of interest which they are able 
9) Pie Orfer’) The volume is not entirely due to rates of 
. ag aa, depositors prefer to use Canadian 

| banks be caus e of fear of international disturbances, 
Bbiceaes of rina and other considerations. 

v Peeoe It may be noted that the acceptance oT US 
‘@ 

eo deposits by non-U.S. banks is very similar to 
Plow of funde into U.S. non-bank financial inter- 
wed iar ies insofar as the effects on the U.S. economy 
i the U.S. banking system are concerned, When a U.S. 
ollar deposit 4g made in a foreign bank the foreign 
nk simply acquires a2 claim against (i.e, 2 deposit in) 


particular U.S. bank, just as a U.S. savings and 
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loan association or other domestic Savings institution 
does when a deposit is made in it. The foreign bank 
may then lend or invest these funds, just as a domestic 


savings institution would do but this merely transfera 


‘the existing deposit to a third party. The U.S. money 


supply is not affected one way or the other, though the 
velocity of circulation.is increased. Corresponding 
mestic effects may be ascribed to transactions in 
“-Buro-sterling or in any other currency for which there 
is a signif icant external market of thig kind. 

Be 227. Canadian funds, of course, may flow into 
Be panics in the same way as foreign deposits come 
into Canadian banks, depending on interest rates and 
the level Sh premiumor discount: on os teeaen funds for 
| forward livery. In addition, non-resident banks 
‘seeking short-term funds compete in Canada for 

Canadian dollar deposits with the Canadian banks, trust 
companies, or other short-term borrowers such as the 
finance companies, etc. When interest rates abroad, 
after Swapping costs, produce yields higher than in 
Canada, such Canadian funds may find their way into 
United States dollar or sterling fixed-term deposits, 
or other forms of investment expressed in those cure 
encies, Thig situation is subject to constant change 


@pending on the factors referred to above. In general 


¢t] 


posit liabilities are offset by assets in the sam 


rency , hence the risks of an exchange position are 
> : AE q z 
228, This whole process is part of the mechanism 


ijustment which keeps international interest rates 
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miline. Hence, from the point of view of Canada as a 


wnole, the net result of the competition of Canadian 


yanks in this field has been a contribution towards 


stabilizing our balance of payments position on current 
. 

+ as 

“a count. 

Bes 220. The following statistics show the compara- 

e growth of Canadian dollar deposits and foreign 


urrency deposits of the chartered banks during the 


CHARTERED BANK DEPOSITS 
($ Millions) 


Canadian Foreign Currency 


Banks Others Total 
9,683 82 948 15030 

| 10,848 106 950 1,056 

ED, 162 234 hy, Lae 1,369 

11,407 270 LsBDT 1a 

12,690 LOT 1,649 2,076 

12,279 530 1,842 a aie 

12,922 647 2,007 2,654 

14,186 703 25785 3,488 


pe ten. currency deposits of the chartered banks show 


more ene rise than Canadian 


5’ 


dollar deposits during 


nis eae pd of greatest growth. There is no detailed 


ulation available of the ownership of these fore ign 


Pere t 


mrency deposits, However, in addition to the deposits 


8. and other origin already mentioned, ome 
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eve loped in part because of intense competition within 
canada Petvcch, banks, trust companies, investment deal- 
srs and finance companies for yee and in part 
because of competition from certain foreign banks 
active in the international money marke Ge who were pre-. 
to offer this facility to Canadian depositors, 
Deposit and Lend ing rates are quoted between banks 

fat ing in this field of activity at very narrow 
eads allowing little margin for losses, commissions 
costs.) 

230. In the matter of reserve requirements on 
foreign currency deposits lodged with banks here, the. 
toning Should be considered: 

me Large cash reserves are already carried 
on deposits with other prime banks. 

(>) Banke in most other countries competing 
tor foreign currency deposits are not re- 

7 stricted by reserve requirements, Any re- 
étrictions, penalties, or conditions place 

© on Canadian banks and not similarly placed 

as foreign branches of American banks, banks 

a in London, and on the Continent would unduly 


_ handicap the Canadian banks in this business. 


7 (c) ‘These funds are substantially invested on 


a 


" a short-term basis; a heavy percentage is always 


invested in treasury bills, and call loans 
i. 


© against bills and securities represent a further 


' Bubstantial percentage. 


(a) The swapping of Canadian funds to U,S. 


dol - hort-t investment 
Go0llars and sterling for snort term invest 
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re is also @ reverse flow of funds into 
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ada on the same basis, In any event, swap 


eg in addition to interest rates have a 


metcelvo, effect on, the amount of funds. that 


be shifted from one currency to another on 


swap basis, 
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SECTION VI 
BANKS IN THE SECURITIES BUSINESS 
D> * Ty De enema aaa 


‘ e5L. ~The qiscussion of the short-term money 
market in later pages indicates the active and mince 
ous participation of the banks in the Canadian securi- 
ties market for their own accounts. The diverse nature 
‘of these activities keeps the banks constantly in touch 
with market conditions over almost the entire field of 
securities, 

a #232. The banks maintain active trading aes in 
their head offices, and they also conduct trading 
operat ions in their main city offices across the 
Paty. At head office, the trading desk ig used to 


implement decisions relative to the management ef the 


banks' cash reserves -- making and calling day-to-da 


cs 


FX 


loans and buying and selling Treasury bille and othe 
Securities, a order tO a abreast of day-to-day 
markets, the banks conduct trading with the investment 
jealers and brokers, The “street” market is also used 
© buy and sell Wot0s U8 to meet the requirements of 
ustomers , 

mess." In addition to the investment transactions 
fried on through their trading desks, banks have two 
ner important operating functions in this field: 
Underwriting and retail distribution of securities, 
Sri itt g 

234, The A at development of Canada cepends 
Me: ox pera tture by provinces, municipalities 
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capital assets Such as roads, bridges, pipelines, 
gehools, utilities, factories, equipment, etc, 

. moo. in tne initial stages of such projects, the 
“accepted procedure is for established sponsors of such 
“undertakings to obtain short-term loans from banks. At 
x later stage the capital asset requires long-term | 
Rapital financing usually of a term that will correspond 


3] roughly (tie eieco- Ol ce asset, e.¢., municipar Tooad 


LB 


al 


| improvements are usually financed for a term of ten 
"years by serial debentures maturing 1 to 10 years, 
whereas financing of schools, sewers, and utilities 
- tends more towards a twenty-year term or longer. In 


the transition from short-term bank loans to long-term 


ee 
a> 
cy 
, 


| capital financing, the banks are particularly able to 
provide an effective liaison. 

= 236. The interest of the banks in the financial 

| affairs of their customers stems from the knowledge 
‘that sound financial management contributes materially 
to the growth, development, and well-being of the 
Customers. Therefore, the banks continue to give rua 
Mees iderat ion to the cugtomers' best interests as 
financing moves from short-term bank loans to longer- 
term aap inat requirements in the market place, It is 
the banks, therefore, which, in many such transactions, 
Move to be the most effective liaison in complet ing 
Successful transition from temporary to long-term 


4 


inancing. Consideration must be given to the ways and 


cans Of most satisfactorily obtaining capital and this 


Wives the tailoring of capital iesues in.a fashion 


Ywil: ] ssues i 
j Will ensure the successful placement of issue n 


7 


a) j 


ea 


a s) Oe 
Rant feqiq ~aegpiid .sbacr 88 o 


ote .treagiupe (esitotos? , #6! 


; : ’ ; ‘ Yates “ik Ay 
<asostorg dows. Ao eegeva” Lalsintl /oaey 


) 
( 
' 
| 


ings Yo ei0gqege tbefslidates-s07 ei exubeae 
£ 


YA  8ulnad moxt Bhsof mret-ds0de nistdo one 


mrat- snot seqiupexr Jeess aiiaap. ens. outa 
af 


rs 
J mray slo yiltegeg \ ne 
sool Leqtetaum <.3.8 .7988e Sit Io strl eat ofl wees iO 
ah er 
As Spot . ro 
not to m¥eT B&B wot Heonsnt: ViLSU Bt, Oe, ome Ove 
‘4 


,axnaeoy Of oF £ amtyetan serucgedap canyee. ve 


WH 
7 
< 
A 


bra ,levrewea .cfoodos to sotonst a80' 
ivanell vo west teey-yraswi Ss Bbrewot Sue. 
Sos dined m1es- mods "02 irre 

te alusiszaq sta solnac ady eBilocagt? tx 
IL evitoeTis as e6ns 

. “ * 

et ts ycit mt sue! edt To Peagelat ent) coke 
holwoem. Sat mox? acest’ exanoteus wh gnt 9 outa’ 
Tuarest ay: attiat stem AS ireaeg Son Letoran$? nel tad 
yrisdeLiew bas. _iypanmotsveb ,.asworg ada 
invace aigsd ode ceyotersd? .premeg 
$2, SyYtons ‘sag ‘avgenqgtans. edly ay poltanemt ee 


> ® a, 
garefoot seach dead migt-2tuds soxTt ssvow sicge 
7 Py : 
$I ,scaiq telzan oft, ot stnenectupes Lesiqee # 
onolicvaegoet dove yak ai ,.ddidw). ero tersi?; avr 
. t i re oe 

. | 6 © . ays 
Stereos a2 sostSte aytaoeyie bi abies: 3 


<4 st ae Penest tiled 


Nethercut & Young A199 


Terente, Ontario 


a)" 


the market place where the issuer (seller) is desirous 
of incurring the lowest possible interest cost and the 
“lender (buyer) anxious to obtain the highest possible 
‘interest return, 
237. Be avce between these two extremes can only 
be achieved by bringing to the market place issues 
which are properly conceived as to: 
a. (2) time of issuarice, -- when the market will 
ea receptive to ifsuee properly designed as 
Set. forth below; 
(b) term of maturity -- consideration must be 
given to market preferences for short- 
term or long-term igsuee and also to the 
term most desirable to the lesuer; 
(c) coupon rates which will attract investors 
with current buying interest; 
(a) Long-range considerations such as the 


neeq for further financing, so that re-. 
5 


courge to the market will not be delayed 
in such a fashion as to ea cp a major 
pile-up of accumulated ets Regular, 
orderly financing will familiarize the 

S 
as market with the borrower and avoid the need 
to a6 too much financing at times when 
money igs tight and expensive; 
| (e) pricing in a manner that is equitable for 
both:borrower and lender. 
238. ‘The banks make their advice available to 
ustomers contemplating public financing and their ex- 


fience in the securities markets equips them well to 
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perform the task. Frequently a bank will participate 


in the underwriting of high grade fecurity issues and 


for this purpose Weil associate only with experienced 


‘and reputable partners in an underwriting syndicate, 


n their respective Syndicates, the banks assume a 
Share of the liability and also share proportionately 


an the net profit or logs resulting from the under- - 


taking. It should be noted that the banks work in 


partnership with investment dealers in underwPit ing 


issues except on occasions 


where: the amount involved is 
less than $50,000 or the term is short, 

239. If the offering prices of the securities 

are sufficiently attractive relative to the demand for 
their available mesources, the chartered banks may pur- 
chase Securities of appropriate term for their own ac- 
count from the successful syndicate at the offered 
rice, ‘The successful syndicate looks to the bank or 
anks, if any, in that Syadicate to finance the carrying, 
end ing gale, Or any balance remaining unsold at 

slivery date; there are no known instances where such 
Ssistance has not been forthcoming. This is a parti- 
larly useful service in the not infrequent periods of 
rket "indigestion", 

240, There has been some criticism from time to 

e, by Some investment dealers, of bank participation 
ae ventures, On examination, the details 
such Criticism do not seem to be valid. Some in- 

an dealers appear to have the view that, inasmuch 
he number of syhitoates wishing to bid is frequently 


ir than the number of banks which are interested, 
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some dealers or syndicates are, accordingly, penalized, 
and it is suggested that the banks Should, therefore, 
withdraw completely from the underwriting of securities, 


A variation of the same argument is that the syndicate 


i] containing the borrower's banker or bankers hag an un- 


| fair advantage in competitive bidding in that the banker 


i 
Will Support only his own Syddicate. 


@41, This criticism tgs not valid. Any lack of 


buying interest exhibited by the borrower's banker in 


| particular, or by the banks in general, when an igsue 


is re-offered for sale by another Syndicate, is based 


12] on the offering price, and alternative Opportunities 
$3] for the utilization of available resources, To ex- 


4 clude the banks from the originating Syndicates would 


| not solve thig problem, Competing dealers would un- 


| doubtedly try to obtain orders in advance from the 


bank or banks that were considered likely to be 


interesteqd, 


{ 242, As an indication of the important role banks 


play in thig field, geveral of the largest borrowers in 


Canada, who sell their issues by private negotiation 


With a syndicate, have requested that a bank (or.panks ) 
be included in the negotiations in order to obtain the 
bene? it of the banks' views in conjunction with those 
of the investment dealers. 

Retail Distribution 

» 243. A very important role is performed by the 
Bartercd banke in effecting a low cost, efficient, and 


Widespreag distribution of securities throughout Canada, 


“complete securities service is available to customers 
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at even the smallest branches, In the major financial 


centres most of the banks have specialized staff and 


facilities through which customer transactions are 


: - Pg a 
+ oe) > #3 
= airs Fy ied 


-channellea, 


244, The banks do not consider it their function 


to “give advice on the stock market" but do accept 
orders from customers, Such orders to buy and sell 


‘stocks are routed from all branches to central points 


where the execution of the orders is handled by stock 


SS ee 


brokers, The banks usually make a handling charge for 


roy erat © oe 
' 


_ = 
eC ee oD eee 


ensuring the safe delivery of securities, 
Bit 245. The handling of customers! orderg for bonds 
K 


and debentures is somewhat more complex than for Stocks ; 


i While the procedures vary in certain minor respects 


"| ‘from bank to bank, the following outline is typical of 


‘| most banks, Each branch ig provided with a bulletin 
“| tisting current bid and asked prices on all or nearly 
“| @1l Government of Canada market issues and certain 

} Provincial, municipal, and corporate bonds, for which 


an active market exists, Within certain limits as to 


i amounts, all branches are authorized to effect trans- 
| actions on the basis of the bulletin prices, Bulletins 
@re revised and distributed to branches as frequently 
as market changes occur, Because the distribution of 
bullet ins ig usually from a number of central points, 
haps as many as 7 or 10, the information and up-to- 
date service is usually available in even remote areas 
4 less than two days after the change in either market 


Prices on availability of issues. 


246, In the case of bonds sold to customers at 
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the bulletin prices, the branches requisition delivery 
through the central points, On the other hand, bonds 
purchased from customers are shipped periodically by 
branches to the central points, In either case, and 
particularly in the latter, some time elapses before 
the central points at which market trading occurs are 
aware of the extent to which their position may be af- 
Bi tecle'd by the volume of customers! bond transactions 
in process, 
247. This float of transactions, which can at 
2: be very large in total, (even though the indivi- 
12) dual transactions are small) is carried Be. the banks 
J without compensation other than accrued interest, The 
| market risks that can evolve during the period of the 
15] float are absorbed by the banks, and if market prices 
16) move sharply in either direction the banks can lose be- 
17] cause of the time lag; periods of substantial customer 
ig] buy ing are often accompanied by rising prices, and 
19] bonds will be sold to branch customers several days 
0], before the central points are aware of the magnitude of 
ath the Pavenanes they are required to make to cover the 
position, whereas heal markets are usually typified by 
Substantial padi ine ane declining prices, and bonds ac- 


Ai Guired by branches from customers do not reach the 


central point where they are to be gold for even longer 
Periods, 

| 248, In the case of any transaction, and of en- 
Buiries relating thereto, no branch is further removed 
from the market place than local telegraph or telephone 


Tacilities, The central points are well equipped to 
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handle communications and transactions relative to all 
sorts of market activities. 
a 
e406, <Imn the field of retail distribution, the 

banks play a particularly valuable role in facilitating 
“the sale of new issues to many interested investors 
‘ “over a.very wide area, The vast branch network permits 
| gistriput ion to investors .in communities where other 
8} reliable means are either non-existent or not as con- 
9) veniently available, While such communities obviously 

include those far removed from financial bitte the 
i) service is equally valuable from the viewpoint of 


customers! convenience in residential, industrial, com- 


~) mercial and financial areas of the large metropolitan 


myecentres, In order to assist customers with the invest- 


S} nent of their funds, branches are kept informed by 


bulletin or by periodic notification by mail, telepljone 


or telegram, of a wide variety of issues both outs tand= 


10]. ing and new. 
19), 250. Widespread retail distribution of new issues 
20} is also facilitated by banks’ participation in Syndicates 


| Through their branch networks the banks can distribute 


22) securities by filling orders from customers in locali- 


ties where it would not be practical for an investment 


dealer to have a representative. As 4 service to small 


‘buyers it has frequently happened that banks have sold 


mbonds to their customers in outlying areas at issue 


‘pricés for as long as @ week to ten days after the 
b 
market moved to a premium, retaining ponds until such 


time as the customer with funds for investment has had 
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Meiiebility of the issué. ' Under these conditions, 
tne position of the small investor is not prejudiced 
by ammediate action of the large Sophisticated investor 
“who is in constant touch with market offerings. 

| 251. A notable example of the important role 
Biiayed by the banks in the field of onan of 
“securities is apparent in the annual sale of Canada 

- Savings Bonds. The banks' sales to customers represent 
2/3 to 3/4 of the total issued. In addition, the banks 
handle a large volume of payroll savings plans and 


servicing of investment dealers’ sales, 
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SECTION VII 


MISCELLANEOUS SERVICES 


252. Apart from the principal services which the 


f 
> 
r 
b 


| ehartered banks perform for their customers in the way 


: of making loans, conducting deposit accounts, buying 
| and selling foreign exchange, they also provide a wide 
8] variety of other services, some of which are discussed 


2 0 the following paragraphs, For many of these services 


| the banks usually receive commissions, fees or Ten alee 


ma Sow 


1 “although a number of them are provided free. as a service 
Mico their customers or to the community. 

253. The chartered banks also provide a fast and 
‘efficient system of remitting funds to almoat any part 


5| of the country by means of mail or telegraphic trans- 


ff fers. In addition they issue a large volume of drafts 


| ana money orders which provide for their customers a 

| convenient form of making payments to third parties, 

| drarts and money orders are also issued in foreign cur- 
| rene ies and sts readily negotiable in almost any part 
of the world. 

254, For persons travelling either in Canada or 
foreign countries the banks provide a safe, conven- 
i lent method of carrying funds in the form of travellers! 
| sheque s or travellers! letters of credit. 

le 255. As more and more Canadians have acquired the 
labit Of investing part of their savings in securities 
here has been a growing demand for safekeeping facili- 


PS. To meet this demand the chartered banks offer two 


inds of services, They accept securities and other 
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articles of value for safekeeping in their vaults; and 


a in most branches they have installed safety deposit 


| boxes for the use of. their customers, In the case: of 


4 securities left with pos shes Safekeeping, the banks 


will collect the revenue 2s it becomes que and credit 


f 
j it to the customer's account, For customeng who ac= 


|" cumulate receipts outside normal banking hours, night 


‘depository facilities are provided, 


of . 256. . The chartered banks accept payments of ac= | 


10] counts such as light and gas bills, telephone bills, ang 
1] municipal heKe ee ang these amounts 


are remitted to the 


2) prinetpais or credited to their accounts The banks 
3}, lend the ty Support to various charitable Organizations 


4 by agreeing to receive and remit donations during fund- 


raising campaigns, Customers of the banks may algo 


| arrange to have eter remittances for rent, omen 
‘payments, insurance premiums, etc., charged to their 
Accounts and sent to third parties, Other customers: 

|) 8rrange to have their payrolls made up in pay envelopes 
by their bank, or paid in the banking office or credited 
[|] tO employees’ accounts, 

| 257. The collection of bills of exchange and 
Promissory notes for their commercial customers hag 
Faditionally been an important function of the 

artereg banks, With the decline in the use of the bill 
Bexchance as a means of settlement this function has 
Minisheg somewhat in recent years, Nevertheless, the 
mber of such items be ing collected through the banking 


item is still large. 


258. The chartered banks frequently act as agents 
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for their customers in purchasing or selling stocks and 
bonds, arranging transfers, and deliveries to third 
parties, and exchanging interim certificates for 
derinitive certificates or bonds. In this respect, 

the banks are not attempting to compete with regular 

] dealers in securities but are Hee providing a 
service to many of their customers, especially thoge 
MnO. reside in the Smaller centres, 

259. During the two world wars the banks gave 
| their support to. the var ious Victory Loan campaigns, 
and since 1946 they have been active in promoting the 
‘gale of Canada Savings Bonds. The banks arrange for 
the issue of these bonds for cash, on monthly savings 
plang Operated by the banks, or through employers on 
payroll deduction plans. They also register the bonds 
and are prepared to redeem them at any time on behalf 
a Of the Bank of Canada. 
| 260. In recent years the growing use of credit 
both by businesses and by individuals has increased 
the need for reliable credit information, It is 
Be chatomary for people seeking eredit to give the name 
| of their bank as a reference and for those giving 


credit to seek credit information through the banks. 


| Recognizing the unique relationship that exists between 
_ the bank and its customers, the banks are particularly 
careful to use the utmost digeretion in the handling 
of credit enquiries, and the preparation of credit 

y entrusted to senior personnel 


Teports are invariabl 


in the branches. 


. M17 7 
261. The chartered banks are frequently called 
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upon by their customers ang people abroad to provide 
See mation on particular industries, areas, or business 
Biteond it tone. in general, To meet this demand the banks 
Mee intain research and bugineses development departments, 
| and publish a wide variety of pamphlets and booklets 

5] on topics of interest to businessmen. Most of the 

| banks algo publish monthly letters. For many corpor- 

| Prion and municipalities the banks act as consultants 
| on financial matters, They also act as redemption 

| agents for the payment of their bonds, coupons and 
Beaivicenas. 

| 262, Ina smaller, but no less important way, 

| the managers of the banks' branches serve theinz 

4) customers rT providing advice and information on many 
s| day-to-day financial and business problems, 

a 263. In addition to providing their customers 

| with foreign exchange and the machinery through which 

§] ‘foreign payments are made and financing the flow of 
Seoods between Canada and other countries the chartered 
banks also provide @ variety of services. to exporters 
Band importers. This includes up-to-date information 

'0n foreign exchange regulations abroad. 

264, An important consideration for Canadian ex- 
porters is the credit standing of their foreign custom- 
@re. The chartered banke, through the use of a network 
@t foreign agencies and correspondents located in all 
Parts of the world, are able to obtain reliable credit 
formation for their customers, Frequently chartered 
anks will be asked by foreign companies or by their 


ankers to suggest the names of Canadian dealers who 
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could handle their products, On the other hand Canadian 
exporters frequently ask their bankers to obtain, 
“through their foreign correspondents, the names of 
Bcice xe or dealers abroad who might prove a satis- 
“factory medium for selling their products. 

4 265. Representatives of the foreign departments 
of the chartered banks travel abroad frequently to 
“gevelop new business and to gather information which 
Bray be of use Be nmche -bankes t..olbents in Canada... iDuming 
Bices visits abroad contacts. are established with 
prominent bankers and businessmen in the countries 

pte Lied , and the benefit of this liaison is made avail- 


“able to eee and exporters in Canada, 
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SECTION VIII 


INS FECTION 


266. An important feature of the operations of 

| the chartered banks and one which distinguishes them 
eee competing financial institutions is the 
"existence of rigorous inspection procedures, These 

| procedures wit both internal, provided by the banks 
_themsei ves, and external, provided by the shareholders! 
eaitore and the Inspector General of Banke. 

| 267. The practice of internal inspection by banks 
ig one of long standing, and important benefits in 
control and efficiency are derived from the procedures 
mo epave been developed through many years of ex- 

A perience, Each branch and some departments of the bank 
y 

volves verification and paeallien of asgets and lia-. 
Biitise i viese unite, includ ing” as&sensment. of - 20am 
“risks Ona critical examination of coliateral security. 
“Application of official rules and instructions is 
mehecked and any irregularities of consequence are re- 
ported to head office. In addition it is the duty of 
“inspecting officers to observe and advise on branch 
Operating efficiency and, among other things, to ensure 
that policies formulated at the executive level are 
@arried out in all branches, Inepecting officers are 
ittached either to district administrative departments 
to head office, However, they report directly to 


nead office and are expected to be as objective as 


ES ible in their appraisals 
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268, Section 61 of the Bank Act requires the 

shareholders at each annual meeting to appoint two 

| qualified auditors, whose duties include report Ingato 

| the president and the general manager concerning any 

) transactions or So eRe era oe in their opinion, rve- 

| quire rectification; any such reports must be submitted 

| to the next meeting of the directors. The auditors must 

| also report to the shareholders at the next annual meet-— 

) ing on the statement of bank aeeexs and liabilities. 

| | 269. The duties of the Inspector General of Banks 

al 28 provided in section 63 of the Bank Act are briefly: 

| (1) to satisfy himself that provisions of the | 
Bank Act for the safety of creditors and 
the shareholders are Ce ee and 
Wievotpe.bank is in sound Finaneial position 
and to report the results of his examinations 
and findings to the Minister, ana 

(2) to certify to the Minister that the returns 
relating to cash reserves are correct. 

e270. The periodic inspection .by the Inspector 

(| General Supplements the internal inspections conducted 

by the banks. 

eile sb would not in our view be desirable for 

the Ingepector General of Banks to become an officer of 

i. Bank of Canada. We suggest that the Bank of Canada 

Md the Inepector General must function independently if 

ach is to perform a proper function. Occasions will 

Inevitably arise where it is helpful for the Inspector 

Bneral to be able to take an independent and 2b jeon sys 
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SECTION IX 
PERSONNEL POLICIES 


1. Beard tment 
3 e772. There is an ever-present need for the best 
6] type of man and woman available. Banks generally re- 
Beaiet their employees direct from schools ang univer- 
8] sities. Branch managers keep in touch with local school 
9) principals, vocational guidance teachers, and others, 
looking for capable young people, Bank representatives 
1] also visit various universities and colleges to recruit 
members of graduating classes, 

2/3. Educational requirements are now higher than 
4] at any time in the past. Increasing mechanisation is 
Be spenine the way for more interesting and challenging 
16) jobs, requiring more maturity and judgment on the part 
of the staff. There ig a. considerable turnover of 
. "personnel, particularly among the women as a result of 
19] narviage and family responsibilities. ‘All thease things 
Becomb ine to bring relatively rapid advancement, and put a 
premium on high initial educational qualifications and 


training. With few exceptions banks nowadays want people 


}) hiring more and more university-trained people. 
| Salaries 


274. Salaries and benefits paid by the banks are 


| 40 hours per week, and overtime is paid thereafter at 


half. In mest banks it is the 
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_ practice to grant general year-end bonuses. 


Female Staff 

or Be asenat's 55 @ of the staff of the 
chartered banks today is made yp of women. The turn- 
/ over due to marriage so other factors is substantial, 
as already mentioned, and this restricts the numbers 


who are able to-acquire the broag experience needed for 


a 


senior posts. Nevertheless there are. excellent Op- 


a for advancement for those “career mingeq” 
women who do remain on the staff, and many bank women 
| today Occupy positions of considerable responsibility, 
bs 276, Women hold a number of senior positions in 
reac offices, some being for example members of the 

| inspection staffs. Some branch managers are women, 
others are in charge of sub-branches, and still others 
Bsc accountants, assistant accountants, or heads of 
departments, Opportunities for qualified women in the 
banks are expected to grow steadily in the future, so 
‘that the outlook for them is Likely. tor ber increased i 


‘bright in the yéars ahead. 


277. A survey at October 31, 1961 showed the fol- 


Men Women Total 
‘Salarieg Staff 27, 846 36,511 64,357 
Wage Earners 3,383 1,768 5 15a 


31,299 33,279 69,508 
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Meine and eet on 

area Almost invariably the chartered banks follow 
the practice of promotion from Withing. right up.te the 
highest executive levels. Practically the only ex- 
‘cept ions are for Ore cana) having specialised profession-| 
al training, for example in law, accounting, or eco- 
nomics, and internal promotion is followed wherever 


‘possible even in these fields. Officers at all levels 


oa 


are Be ee on. the Lockout for able individuals 
who are capable of added responsibility and training, 
and such people are given every possible opportunity 
to broaden. hs ix experience, 

a 279, Formerly it was customary to train bank staff 
7 

entirely within the branch, supplemented ony boy sinter 
branch transfers for the sale of wider experience. 
These methods are Still used, but it is no longer pogs- 
sible to rely on them entirely. The demands of modern 
and. the need for trained personnel to staff 
rapidly expanding operat ions are too great to be met 
Meehis time-consuming way. New staff membere now 
Usually get a period of intensive schooling in bank 
vocedures at or soon after recruitment. Later they 

y be Ziven additional training courses to prepare them 
fr increased responsibilities right up to the level of 
anch management as they receive promotion or are being 
pared for promotion. A new employee with advanced. 
ueational standing is likely to get special training 
he tors of bétat ion to a variety of duties ina 


tively short period of time, and to move quickly to 


Bition of responsibility. 
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_ 280. The employees of all banks are encouraged to 
participate in the Fellows Course in Banking, which is 
‘offered through arrangements between The Canadian 
Bankers! Association and Queen's University, Kingston, 
Ontario; successful candidates generally have their 

rs cavn fees refunded and also receive a cash award. 

In some cases officers are selected to attend business 
administration courses at certain universities, the 
‘tuition fees and expenses being paid by their enployerd, 
M st banks maintain libraries for the use of their a 
ployees. é 

| 281. The selection of branch managerg ig based on 
Performance. Subsequent training normally includes 
Mnaters Pomeener branches in order fo; provide 2 
variety of banking experience, There may also be in- 
‘eluded @ period of credit or inspection work at head 
office or at a regional administrative office. Pro- 
Beeson ig on merit, and normally evolves through suc- 
cessive transfers to branches entailing greater and 
greater responsibilities. 

q 282, Intermediate and senior poste at head office 
Be at regional administrative offices are filled in 
Beentially the game way. In part this is accomplished 
i 

utomatically through the precess of rotating branch 
Bornes \ae part Se normal training procedures, in part 
y the selection of those with particular aptitudes for 
pecialized poste in regional and head offices. In 
ither case promotion is on the basis of merit. 

uf tons and Other Benefits 
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283.. The chartered banks offer various employee 
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All banks operate retirement plans which make adequate 


| provision for all long-service employees, male and 
female, and for those unfortunate enough to become in- 


" capacitated for further duty. Sick leave provision, 


—.* 


| Group Bire ineurance and Group Health Plans are aii on 


| an unusually broad and generous scale. 
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SECTION X 


BANK MECHANIZATION 


Meeting the Demands for Service 


234, Two major forces have dominated Canadian 


banking in the post-war period; the increasing. use of 


banking services, and the competitive drive for greater 


efficiency in banking operations. Between 1945 and 


1961 Grogs National Product more than tripled, but bank 
clearings quadrupled. In 1961 the number of deposit ac- 


‘counts increased by 568,000 -- an average of 2,370 every 


banking day. Cheques cashed (debits) in the fifty-two 


clearing house centres rose about $25 billion over 1960, 


to approximately $300 billion. Im a typical month some 


57,800,000 debit entries were made to deposit accounts, 
compared to 53,200,000 in 1960. 
285. Under the pressure of increasing activity 


the number of bank branches rose to 5,225 at - the ena. 


“1961, an increase of 174 in the year and 2,119 since 


1945; bank employment reached 68,128 at the end of the 
respective fiscal years in 1961, compared with 66,796 

@ year earlier and 32,337 in 1945. Up-to-the-minute 
manually operated mechanical aids have been installed to 
assist the staff. In large centres the required sorting, 
Listing, balancing, distributing, and other processes 
involved in kine clearing of cheques are already a a4 
hour operation involving batteries 0 


Operated machines each capable of handling one thousand 


A ne ens Teas the nethods 
items or more an hour. Nevertheless these methods have 


: : .112 1erg ) { 
Berioue limitations in giving the customers the prompt 
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and accurate service that is appropriate to today's 
high-speed communications. In spite of continually in- 
creas ing Btarl it ig becoming more difficult to keep up 
"with the volume of work and to maintain the necessary 
degree of accuracy by existing methods. 

286. The next step in the continuous @rive of the 
“chartered banks to maintain high standards of soivice 


to their customers is the use of electronic equipment. 


(This Will agsist in the rapid and accurate processing 
of the continually growing volume of transactions. It 
Will relieve personnel of the bulk of the monotonous 
routine work, and free them for the multitude of more 
ete sting and challenging jobs that require human 


W judgment and cannot be done by machine. 


4] Mechanized Cheque-Sorting 
| 287. In working towards the introduction of 
| electronic equipment, the emphasis so far hag been on 


5 
“machines to "read" and sort cheques. For the past 


| several years a special committee of The Canadian 
' Bankers! Association hag been studying various methods 


‘and systems. A wide variety of "“Wanguages" for auto- 


matic cheque-sorting was considered -- punched -card 


7 ‘ 
Systems, optical scanning, fluorescent ink, magnetic 


Wink in code patterne, to give a few examples. After 


: : : Nyt os ; 
Meareful study the banks have agreed on the “Magnetic Ink 


Tharacter Recognition” method, which has also been 


adopted by American and Britisn panke. One reason for 


Nhis choice ig its readability; it can be read 


1 bmn os 2 
electronically through over-stamping, pene’ and ink 


. sAS ¥ } + & o 
ks, oils, greases, carbon smudges, opedue tapes, ete. 
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Tt ig also extremely durable, 

q 288, The banks have agreed in addition that, if 
maximum usefulness is to be a eee from electronic 
"cheque handling, there should be standards set for the 
“size of cheques, They have adopted the same type-font 
as American and British banks (technically known as 

| 5-138), and have agreed on the arrangement and the 
location of the message that the machines will read. 


Bee: 289. The cheque-reading machines will be worth 


| while only at high-volume points such as main branches 


he? 
ham 
a 


Han larger clearing centres and other large branches. 
2) Most of HhS POH icAl handling of itemg for clearing to 
| other banks or branches is done within the individual 
4) bank, not in the clearing house itself, hence it is not 
Mresdential for all chartered banks to inaugurate auto- 
16) matic cheque-sorting simultaneously. Nevertheless the 
1) maximum penefits will only be achieved when all are 

8] making use of the new procedure. 

ee 290, After electronic cheque-sorting is in full 
"operation, it will be logical to tie it in with 
“electronic ecicee tind 2 However, that is still some time 


| 


in the future. In any case the introduction of 

, 

Wlectronic equipment is merely one more step in the 
€volution of banking in Canada which has been going on 
WVver the years, It will be necessary in order to main- 
tain the high standards of service, speed, and ef- 
Steines that Canadians have come to expect from their 
anking system. 

Other Countries 


291. In other countries the order in which 
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“electronic procedures have been introduced has tendeq 


‘to be the reverse of that in oa -- they have 


“generally been applied to peees te Cirst: and <6 


eae Hand) ing Second. 
. e292. In the U.S.A. a number of banks began ex- 

“periment ing Fe veral otek ago with- the use of computers 
for handling various types of records, 
een Successfully using them for some times this 


Some have now 
in- 

| cludes the system used in California by the Bank of 
toa. which is of particular interest because branch 
taicine in that state ig parallel to Canadian practice, 
British experience is of interest for the same reason; 
there the first computer was ordered in iienee 1959, 
Without waiting for the perfection of mechanical cheque- 
| handing procedures; the installation wag designed to 

i be fec by data derived from manual processes. A number 
of machines are available, differing considerably in 
detail, but they are all general-purpose computers taken 
from production lines rather than epecialized machines 
Beitened for banking Operations, 

293. Many of the larger banks in the U.S.A. have 
‘sufficient volume of business in a Single office to 
Ustify the cost of a computer, but some employ one for 
sntral bookkeeping on behalf of a number of branches, 
Fine 2 of data processing centres are now spr ing ing 
ae Smaller banks with similar facilities on- 
ee basis; some are run by large banks, others by 

q ter manufacturers. In Britain a few of the larger 

| branches also have enough volume to support a com- 


Betor their own work alone. In other cases however 
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a 


centralized bookkeeping is adea for a number of branches 
with entries transferred between the branches and the 
“cent ze by telecommunications, 

29h, The mechanical handling of nese -- reading, 
eee ine, and listing -- is already widespread in the 
eS A rapidly increasing portion of all cheques 

: handled py awne clearing service of the Federal Resenve 
‘Banke ig in the new coded form. In Britain exper inunts 
with a cheque-sorter using the B- -13B type-font had been 
begun % by one bank in the spring of 1960, eight months 
a ore the decision to standardize on that Ssyeten,, and 


ey 


er onent. of this type is now being introduced. 
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SECTION XI 
DIRECTORS 


295. At the close of 1961 the chartered banks had 


4 a total of 253 directors, As might be expected these 
| directors have business activities encompassing the en- 
1 tige fiela of Canadian indhe try and commerce and ee, 
Be aige knowledge of conditions Lek parte OL ae 

1 Beet ry, 

| 296. Directors are elected by the shareholders at 
| their annual meetings with interim appointments made by 
| the boards to fill vacancies which occur during the 

| year. The usual practice at the annual meetings is for 
the shareholders to propose a glate of existing 
directors plus the names of other individuals who it is 
ireat would make valuable additions. 

| Ovni ck Choosing a bank. director there are many 
"desirable qualities to be sought. The candidate should, 
of course, have sound judgment and undoubted integrity 

. | and be @ success in hig chosen field, for a director's 

) Mame must add to the public's confidence in the bank, 

_ ‘He Should algo have broad buginess experience, usually 
Benciuding an intimate understanding of a particular 
Raanstry, because the bank's activities are diverse, 
ae into almost all fields of endeavour in the 
“economy. Not the least of the qualifies sought in a 
director ig his ability to attract new and desirable 

@ Sinees and to assist in retaining the goodwill of 
existing customers. 


. Lz ’ 
298, Bank boards generally meet weekly or 
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e bi-weekly. Some of the banks follow the practice of. 


4 holding occasional meetings of their directors at points 


_ other than the city where their chief executive office 


igs located, In addition, there are often Local con 


mittees of/directors in various provinces and these 


: local committees meet from time to time, as frequently 


as weekly, to discuss regional problems ang to make 


Beeonnendat tons in respect to the local operations of 
their bank, 

4s 299. In their deliberations the directors attempt 
to ensure that the bank follows sound polictes, The 

p Poard does not usually initiate policy -- but no major 
“policy decisions are made without the approval of the 
directorg. More Specifically, the typical board of 
directors authorizes the larger loang, appoints the 
Chief executive officers of the bank and defines their 
duties, reviews pranch inspection reports and ensures 
that full avaits are carried out, approves dividend, 
Capital and reserve policies and authorizes branch ex- 
tension plans ang other matters of major concern to the 
bank, 

300, It is sometimes suggested that. bank directors 
are ina position to steer bank credit to their own 
advantage and to the disadvantage of competitors, The 
Uties and responsibilities of directors are set out 

a the Bank Act. Section 75 (3) provides: 

A director of the bank shall not be present 

or vote at a meeting of the board during the 

time at the meeting when a loan or advance to 


himself or a firm of which he ig & member or a 
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corporation of which he is a director is 

under consideration, unless the loan or advance 
ig to a corporation controlled by the bank, 

all the issued capital stock of which, except 
the qualifying shares of directors, is owned 


by the bank, 


: 301. In addition, loans to firms with which a bank 
8) givector is asociated are subject to regulations which 
| ao not apply in other cases. For instance, g. ‘75 (2) 
| (r) provides that a bank may not, directly or indirectly 
‘lend money or make advances in a principal 

amount exceeding five per cent of its paid-up 
capital to a director of the bank or to any firm 

or corporation of which a director or the 

general manager of the bank is a member or share- 
holder eee the consent of two-thirds of the 
directors present at a regular meeting of the 
poard or a meeting of the board specially called 
for the purpose. 

erm Section 21 of the Bank Act provides the fol- 
| lowing in respect to qualifications of. bank directors: 
(1) A person is not eligible to be a director 
unless he holds stock of the bank a2 the absolute 
and sole owner thereof in his inaividual right 
-and not as trustee or in the right of another, on 


: Which not less than 


(a) three thousand dollars, or such greater 


a amount ag the by-laws require, have been 


paid-up, when the paid-up capital stock of 


aoa 


the bank is one million dollars or less, 
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(b) four thosand dollars, or such greater 
amount as the by-laws require, have been 
paid up, when the paid-up capital stock 
oF the bank is ELS: million dollars and 
does not exceed three million dollars, or 

(c) five.thousand dollars, or such greater 
amount ag the by-laws require, have been 


paid up, when the paid-up capital stock of 


the bank exceede three million dollare; 


except that in the case of not more than one-quarter 


_ shall be reduced to fifteen hundred dollars, two thou- 


2 


; ih 
sand dollars, and twenty-five ‘Gundred dollars respective- 


(2) A majority of the directors shall be subjects . 
of Her Majesty ordinarily resident in Canada, 

(3) The election or appointment of any person 

ag a director is void if the composition of the 
board of directors would as a result thereof 

fail to comply with subsection (2). 


(4) A person is not eligible to be elected or 


a 


appointed a director after the first day of July, 
1959, if he hag reached the age of seventy-five 


years, 
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SECTION XII 


REVENUES , EXPENSES, NET EARNINGS , CAPITALIZATION, 
AND INNER RESERVES 


| Revenues of the Chartered Banks 


303... The chartered banks! revenues are derived 


‘principally from two main sources: from interest on the 


8) use of their financial assets - loans, securities, eit 


i} -={ and from charges made to customers for services 


d] rendered. 


304, It will be seen from Tables I and II, which 
trace the growth of bank earnings in the post-war years, 


that total gross jevenues have increased over five-fold 


4 | since 1945 and, in addition, there have been signifi- 


5]| cant changes in the relative importance of the major 


6| sources of earnings. In the following paragraphs oc- 


ie 


* 


' - ¢ 


seule Slee) “alia 


| changing pattern of asset distribution. 


r were invested in securities, 


} Canada bonds used to financ 


eagsional reference is made to comparable earnings and 


3] expense experience in the U.S. banks. No similar in- 


formation ig available for U.K. banks either individually 


or in total. 


305,. Interest and discount on loans, which have 


-increased nine times in the post-war period, accounted 


_ for 61% of total bank operating earnings in 1961 com- 
| pared with 35% 1n 1945. The main reason for this shift 


“in the source of bank earnings is to pe found in the 


At the end of 


| the war 72.2% of the chartered banks' earning assets 


principally Government of 
e the war effort, while loans 


Accounted for only 27.8% of such assets. By 1961 
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npowever this distribution had been reversed and loans 

accounted for 64.3% of earning assets while securities 
made up only 35.7%. 

é Pease ylaesbown.in Table III,.the average rate of 


¥ 


return on loans has also increased over the post-war 
ae from 4.13% in 1945 to a high of 5.88% in 1960; 

it was 5.86%-in. 1961. Part of the increase in loan 
revenue is therefore the result of changes in interest 
rates. The prime lending rate nowee vedas 4} /2% dur ing 
the post-war period to April 23, 1956, when it was 
maised. to 5%. Since then it has varied between 5% and 

2 5-3/4. The last change occurred on June lst, 1961, when 
pit.was reduced to 5 1/2%, where it remains at time of 
writing. 

S072 While the rate of return on total loans has 
tended to follow changes in the prime lending rate, the 
total revenue from loans does not move directly with 

8) interest rarer ries increases in the prime rate are 


usually accompanied by, and are indicative of, re- 


Strictive lending policies in responee to central bank 


{j action. Consequently, the growth of bank loans, dis- 
eussed elsewhere in this submission, naturally has an 


important pearing on the growth of revenue from this 


source, 


fe 308, Interest, dividends and trading profits in 


securities were 2-1/2 times-larger in 1961 than in 1945 


Ompare dq with the nine-fold increase in interest on 


ans. Income from securities has, agar 
: 
reaseq sharply as a per cent of total revenue. This 


4 * om 71 4 Vou n~" 
md ig, of course, related to tne declining trend of 
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security holdings already mentioned. 
309. The average rate of return on securities 


~~ 


hag been increasing over the post-war period in keeping 
with the rising trend in interest rates generally. on 
“1945 the. banks earned an average of 1.87% on their 
“securities, including trading profits, compareq with 
5.946 in 1960 and 3.81% in 1961. 
a 310. Earnings from securities are held down to 
“some extent by the nature of the bank's operations. 
y evi loan demand le strong the banks have traditionally 
“shifted from securities to loans to meet thig demand 
and their customers have come to expect such continued 
‘support. But when loan demand is high, interest rates 
‘are also high and bond prices are low, Thus as fully 
Bee nicsed elsewhere in this brief the banks often find 
themselves selling securities at the bottom of the 
market and buy ing at the top, when loan demand is slack 
@nd interest rates are relatively low, 
| ead s the chartered banks! revenue from charges to. 
Siidtomers for banking services consists principally of 
‘four types of charges: 

a) Service’ charges on deposit accounts 
b) Charges. connected with foreign ékéhati¢e 4 

transactions and foreign collections 
| c) Domestic exchange and commissions on 
cheques and drafts. 
d) Charges for safety deposit boxes and 
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TABLE 1 Aeov 


CANADIAN CHARTERED BANKS 
EARNINGS AND EXPENSES 


1945 1950 1955 1960 1961 


ll _—_- OC 


i Fa ($- Milli on6).0~- <simemn 6 mmm 
Current Operating Earnings 

“rr 

Interest & Discount on Loans 60. 125 “2365 0S cere 
“Interest, Dividends & Trading 

mmerorats On Securities cae 101 128 182 Loy 
mate: 


Baexchanpe ~~ ‘Commission, Service 
Beecharges and other current 41 56 89 13.5 143 
Operating Earnings 


tal Current Operating Earnings 172 282 454 842 880 


Current Operating Expenses 


Interest on Deposits B15 58 105 Zl 291 
eure } 

"Remuneration to Employees 56 1012 p53 Zeid 244 
wt « 

ab utions to Pension Funds. 4 12 14 13 13 
en 

ae for Depreciation of 

mePremises 3 7 10 18 20 


‘Other Current Operating 
Expenses ra 45 70 114 Las 


Total Current Operating Expenses 124 220 352 62675 GoG 


Net Current Operating Earnings 48 62 102 197 190 
“Provision for Income Taxes 13 16 37 91 102 
f 1 \ 


Dividends Paid 10 16 26 54 58 
. . 

Net Available for OVS Shea Oc. sa.0i i 

' General Contingencies Ae 30 38 5.2 30 


Net Capital Profits (Loss) : - (1) 4 2 
a ; 


Durce: Canada Gazette. Compiled from returns made pursuant 
to Section 106 of the Bank Act. 
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CANADIAN CHARTERED BANKS 
EARNINGS AND. EXPENSES 


1945 1950) $3955 Behn Teen 
(Percentage of Total Operating Earnings) 


S55) 44 Low 62 61 
41 36 28 (Af 22 
24 20 20 16 16 


100 100 100 100 100 
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TABLE: 171 
EARNINGS RATIOS 
CANADIAN CHARTERED BANKS AND U.S, COMMERCIAL BANKS 


1945 195.0 92D 1960 1961 
Jo 


38 
38 
38 
38 


Percentage Q@ie otal Assets * 


* 


he mae fe RS on ec 


“Total current earnings - Canada hes OF Oe Be 3. Bae get, 5.04 
. ISS St, 1.8.0 Aeopeye! Ss Ot 4 8.9 Naam 
“Net ene earnings - Canada OETA RN | NOM scale 0.86 azel 1.09 
a a USE OTSRRED: Dig Ger Ley Ay is 8) re 
Net Cepa in gs saniad la ble 
Meee dividends and losses- Canada 0.53 .0.50 0.54 0.65 0.50 
‘2 Oia ae 0.55 0.70) 0/7 Zee tero ene 


Percentage Sa Otal Capital Accounts * 

- “> 

Net current earnings - Canada 15.31 16.69" 18.62 "ZG 55 on pane 
i j Ros. 13%, U1 13.97) 1S 40) Foes oe 


et earnings available for 
dividends and losses - Canada dis 480.12 0.74 yy DDoS 5 lid cummins orn 


Get 9.53 10708 7 967 eee 
‘Dividends declared - Canada SAUsel4. 41 4.84 0S Sees 
_ U.S, 29 3,55." 03, Sin eee eg N.A. 


Metes of Return on Securities 


including Trading Profits- Canada Te: Zoek 2: 6:9, 23 2.04 ee ee 
” 84 i hem Tey. we he9 ah yS4ie Ae 
ME Eerie on) Loans. Canada 443, 28 odo 4.U8«. 6:68") BoRe 
ee: US. St tee 4,787! 586) pene 


* Figures for Assets and Capital Accounts are: 

, a) in Canada - average of month ends for fiscal year. 
_ b) U.S. average of figures reported on call dates at 
the beginning, middle and end of each year. 


Sources: Canada - Canada Gazette 
¥ Ueomea wen k ederal Reserve Bulletin | 
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312. While revenues from these sources increased 


“! some 3-1/2 times: between 1945 and 1961, 
3! clineg from almost 24% of total revenues in 1945 to 16% 


they have qge- 


ae ts 
. 


*! in 1961. 


313. “Service charges on deposit accounts now repre- 


0! sent some 23% of total miscellaneous earnings in contrast 


7) to 14% MOO LeaThis reflects, increases in both rates 


3] charged and in deposit velocity, A comprehensive cost 


?| analysis was conducted in 
| 


1961 in order to determine the 


WW) reasonableness of present service charges 


i 


» It was found 
that in general costs are now above the present 

customary scale of bank service charges, 

B14. 0It is apparent that 22006 charge ratege 

4 | have not been Beadibigs to rising costs, and the mini- 

IS} mum rates have been revised upward at intervals only 


if 


|}. when it became obvious that they were much out of dine 


* 


| with coste, Competition for deposit customers between 
tie. banks themselves and with the non-bank financial 
institutions results in the minimums seldom being ex- 
| ; : fear 
ceeded. — 

315. Rates on other standard bank services have 
q 
been even less frequently increased. There have been 
ho changes in exchange rates on out-of-town cheques 
'8ince the Bank Act revisicn of 1900 and apart from ine 
‘ereases in the charges applicable to small items the 
same hae held true for bagic collection charges, 
Eero deposit box charges have remained unchanged since 
1s Bi scales Order commissions since 1948, Commissions 


1é s 
mM foreign exchange services have increased in the past 


; ~~") y| a 
Rade but only elightly. Consequently, while revenue 


passe 


bie 


i, ae 
fi we 
i a 
i! 
yé 
4 


wt Wet babes? ayati eeol rte 


| ye 
(§OL bos BOL nyowied eeml? SYiok 


want B@OosVOSs peed? ors 


Keven [S707 ¥o RAS ssonla most bent 


ome n} Laer ni petoubnos, 2SW Shayeeee 


Poot uty = arp? ss 


. a ss oe 
peunsves elicw sete 
; ese i ie a ¥ oy 


» 


mi s P 
al i! a ce 


Yang ab “0 esQrze 
» ny 
paral ieons [s7o2 to acs 
« wo % *T Mie 
194 is Sa lie ,Ocel 
£ a r 2 i. 
A, vofey tisoqsh of bas DSgzeae 
; i 


ra 


saan TO scengsldsno as 


3 aiedo Larvensaiar 28 


15 wi . b ays 
~sd ‘to afaeos vemOaee 
3 i 
syarqs al <r ee 2 
dh Uy 


4 ovt ii sirse geed ton SVR 
* 


an ty att eed evan esTst mi 


feat Bguotvde emeoed +i. a . 
coteitequed, .a78e0 ao F 
Ya rw ois savieamsed? gained Fe 


b> att m2 ey iveot scotrus7r we 


es psagvado edi als 
_ 1 


ead wet eusz bist 2 f 


7-4 
Alawar eed 2hgzmle ted 0! 509 0% 
ares 


, tTebu9 7 
aciations nist 


7) Nethercut & Young A2Q > 4 


Toronto, Ontario 


|} kept pace with rising costs and this, coupled with sharp 


* : 
AY 


| increases in earning assets, has resulted in ite decline 


Peinsofar as practical. If, for instance, service charges 


] are waived in view of the large borrowings of a customer 


| valances kept seems equitable if this results in the 
2) banks pay ing for funds by way of service provided. But 
3] i¢ cach gervice does not bear its own cost then, the 
M4! effect oe Gonat cone ‘class of customer’ must subsidize 

5] another. 


Trends in U.S. Commercial Bank Earnings 
327. Tables IV and V show earnings statistics for 


feo commercial banke. It will be seen that thelr earn- 
| ings pattern ig very gimilar to that in Canada, There 


has been the same shift in the major source of earnings 


| 318, It igs interesting to note that the rate of 
Peeturn on loane in the two countries has been roughly 
the Same as im in Table III; in this connection it 
Must not be overlooked that it is a common practice in 
the U.S.A, to require compensating deposit balances . 


Sgainst loans, which raises the effective cost of 


Orrowing to a level substantially above that indicated 
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by the nominal interest rate. The rate of return on 
‘securities earned by the Canadian banks has been con- 
-sistently higher than that earned by U.S. commercial 
sti because bond yields in Canada have usually been 
“higher than those in the United States, While in 1945 
“Canadian banks were able to earn a greater relative 

| share of total earnings from service charges, the 
Canadian share has fallen some 8 percentage points in 
- the intervening years in comparison with a decline of 


only Bepeltita “in the eee 


2 peerses of the Chartered Banks 

319, The current operating expenses of the 
“chartered banks rose 5-1/2 times in the post-war period 
“tron $124 million in 1945 to just over $690 million in 


15} 1961. As will be seen from Table I, while all major 
_ items of expenses have increased, there has been a con- 


siderable change in the relative importance of different 


320, In 1945 interest on deposits amounted to 


$34.8 million representing 20% of total operating earn- 


he 


ings; by 1961 interest amounted to $290.8 million, or 
2) 33% of the total. Interest paid on deposits is now the 


Dlargest single item of bank expenses. 
321, This growth is attributable to substantial 
Mipweaces in both the rates of interest paid on deposits 


Nand the total amount of interest-bearing deposits. Be- 


Mitss Canadian statistics do not segregate interest- 


bearing deposits - part of government, foreign and other 


bank deposits, for example, are interest-bearing - it is 


not poseible to calculate an actual rate paid. Howe ver, 
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the standard rate on personal savings deposits which wag 
1-1/2% in 1945 has risen to 2-3/4%. The rates on other 
notice deposits have increaseq even more. In 1945 the 
rate paid for other notice deposits was l/2h3; today. it 


runs up to 3-3/4% for fixed-term deposits, and ordinary 


%! corporate notice deposits obtain 2-3/4%, 


322. It is apparent that the rate of interest 


Which the banks pay on deposits cannot for long inerease 


faster than the rate of interest earned by the banks on 


theiy loans. In 1945 there was a spreaq of 3% between 


the standard rate of interest paid on personal Savings 


‘ BB) RR Rr rep ncten ctl. dA eifetple > we SEAT Ladd tine 


1 


' £alaries and wages, In total these 1 


~ deposits OF - 11/26 and ‘the: ‘prime lend ing vate of 4. 1/2"; 


‘Sinee then this spread has been reduced to 2- aid At 


| .1/2% to as much ag 323/46 for deposit i. Hate and even 


higher in the case of term notes with maturigies over 
one year, the spread has been reduced even more, 

323. The large post-war increase in Canadian notice 
deposits has been discussed elsewhere in this submission, 


Ne 
However in addition to increased interest expense for 


| Canadian deposits there has been a rapid growth in recent 


years in interest-bearing deposits in foreign currencies, 


The rate of interest paid on these deposits is sometimes 


higher than the amount paid on Canadian deposits, in 


dine with the rate of interest at which the funds can 


be @mployed in international markets, 
324, The second largest item of bank expense is 
items were 4=1/2 time 


darger in 1961 than in 1945, rising to $244 million 
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from $56 million. In 1961 salaries represented 61% of 
total eater expenses, exclusive of interest paid. 

325. The contributions by the banks to their em- 
ployees' pension funds have risen from year to year as 
the Pes, of employees and the amount of salaries have 
increased. The banks have also made lump-sum payments to 
these funds as the actuarial needs of the funds have 
Meeuired. in total, contributions by the banks to their 
pension funds rose from $3.8 million in 1945 to $13.3 
million in 1961. 

326. The proportion of the banks! Operating ex- 
 penses set agide for depreciation has remained fairly 
‘constant during the post-war period. The total amount 
involved, nowever, has increased substantially from 
$3.2 fiteon in LO4b to $19.6 million in 1961. This 
ae has yesulted in the main from the renovation 
mageexpantion of older branches and to a lesser extent 
from the construction of new ones. 

Safe Of the other current operating expenses 
comprising 14% of total earnings in 1961, the more 
important items are for outlays for advertising and 
publications, communication, property, stationery, 


meniecellaneoug taxes and travelling. Of these, property 


as in U.S. Commercial Bank Expense 

q Goes it) Veo. VLOommercial veh = 

+ ioe 328, U.S. experience on costs has been broadly 
y oo 

k “he rNHens 12 Ineoneased 
W£imilar to Canada's. Interest expense has increased 
noticeably in relation to earnings in poth countries, 


mOWever, the proportion of total expens 


a 


his’ deetetgl, Io svi swiexs seanegxe pat tareg 


'y 93 aii ed &hoitudt«jaco  .leiat.ck Fas 


he ats fsngeL Boyt gedognid teble to ooelenegae 


. or, 3 » 

ah ot 4 rf yee nOl2So,2 
« . i ae a ~ 

jrnagosa ,esens iiitevstr bas 
g toy .1o) solsmcoss (7 8eaTs. 


"LO betnesenqss soltelans hes ot at toitn 

yisne ot avced edt vd enaliudixzaes, eft. 
t 

yy OF savy wort mesix eyed about A 

¥< leu Io Sevens ent bas sosyolqns to yoda 4 


* r t $ ? fp “ ‘© a] 2 f i. * - é 
') ee teil te pe SC! + Wo£6 7 rectal arnsd edT «58 


wen. 


q 
Joh ect os shag 8s 


3 
Pe) 
re 


a 


af 


Suer of sotifin &.€8, mor? eso abut SOR 
Let pt sore 

tagnad ett to coltsoqoxg off’ | OS ‘el 
S'T8h .tO1. abi 38, toe ae 

bolueq teaWw-Tg0g Pre antsub inet re 

Bei TEV 8WOS peveg 


ta oliitm G.L8 of B#QL a OLE ee, 


sono waa to oolsaunrsanos basi 


Ue ues Pige al Ta@ior 
— ee eens amg 


‘Stevw goed Sar $3269 No. 20n92 Se Se u 
. Z 4 be 
peenetog: aad streqxe seetesval ‘ sy 


#4! Sanen5 Ato of sganlioctse of 


Nethercut & Young A24o 


Trento, Ontario 


is much lower in the United States thay in Canada, This 
is because, as noted earlier in this ee the pro- 
portion of interest-bearing notice deposits to total 
deposits is much lower in J SS. commercial banks than in 
the Peneaian chartered banks. Other current operat ing 

| ©xpenses are proportionately greater in the U.S. than 

in Canada, possibly because of the economies of Canada's 
Bench System. 

| Net Current Operating Earnings 

eo. Lh addition to the factors discussed above 
Which have affected the growth of earnings and expenses, 
|} two other trends have affected net earninge.  Firet . the 

Hak 
shift from lower-ylelding securities to higher-ytelding 
loans has produced an increase in the return on total 
bank assets, As will be seen from Table III, the ratio 
of earnings to total assets has increased from 2.60% in 
1945 to 5.17% in 1960 and was 5.04% in 1961. 

330. At the same time, however, the distribution 
of the banks' liabilities hae changed, There hag been 
@relative shift from non-interest-bearing deposits to 
interest-bearing deposits. Canadian notice deposits 
| increaseg from some 47% of total Canadian deposits in 
13 1945 to 64% in 1961. In addition, as mentioned earlier, 
41 there has been a substantial increase in foreign interest 
5) bear ing deposits, Thug, the banks have been faced with 
ja trend towards relatively higher costs for their 
Aeposits Which has offset part of the gains from the 
3) tener return on assets. 

331. Nevertheless, net operating profits before 


) ] income tax have increas 
POvision for losses and income taxes have increased 
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from $46.7 million in 1945 to $189.9 million in 1961 a 
four-fold gain and expressed as a percentage of total 
assets have increased from 0.707% at the end of the war 
to 1.087% in 1961. This net rate of return on assets 
however is below that earned by United States commercial 
banks which amounted to 1.11% in 1955 ang 1.58% in 1960. 

332. Furthermore, it appears unlikely that the 
chartered banks will be able to increase the net return 
on total assets much above present levels. The post- 
| ” shift from low-yielding securities to loans seems 
to be approaching an end with the ratio of risk assets 
to deposits near 70%. At the same time the shift from 
hon-interest~bearing deposits has shown no sign of 
slowing down, 

Baseelt Le apparent from Tables Ti and V that ner 
eet ins earnings represent a much higher precentage of 
total earnings in the United States than in Canada, with 
the interest paid on deposits the chief reagon for the 
difference. Income taxes were 13% of total 1960 earn- 
inge in the U;S. ‘and 11% in Canada while dividends 
were 8% in the U.S.A. and 6% in Canada, The most marked 
difference in ie countries wag that the proportion 
of retained earnings including all provisions for losses 
or contingencies were 16% of total operating earnings 
in the United States ag compared to 6% in Canada. 

334, In the United States, the ratio of capital 
to total assets is higher than in Canada. In spite of 
this, Table III shows that net current 
percentage of capital funds have 
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335. The above paragraphs have described total 


earnings and expenses of the banks regardless of where 
they were earned or incurred. It has only been in the 
Beat two years, however, that figuree on the allocation 
“of earnings as between domestic and foreign business 

6) nave been reported to the Inspector General of Banks 
‘1 along with the required Schedule Q return, While eae 
new figures may not complétely allocate earnings and 

| expenses between domestic and foreign Mreineen e 

10 Bepreciation, for example, is charged in toto against 
if) domestic earnings - some indication of the importance 
12) Oe 1oreign business may be gained:from the fact that. 

13] these figures show that foreign net earnings have’ 

4} amounted to 12% of total net earnings in both 1960 and 
18) 1961. | 

i Bank Capital 

17) 336. Capital funds of Canadian banks consist of 


18) paid-up capital rest account and undivided profits. The 


19) three categories together make up the total of “share- 
20) holder's equity”. 
at} 337. It igs generally accepted that one of the 


| primary uses of capital for banks as for other types of 


3] business enterprises, is the provision of the physical 


“means of doing business, including, among other things, 


: ee {1 
buildings, equipment, furniture and the ‘tools of the 


trade", For this reason, "bank premises accounts have 


: ate » sa 4 Seep 4 1 
been deducted from "shareholders! equity in certain 


Yatios and tables ag well ag in the digcussion of trends 


@nd adequacy of capital. 


} ‘ ur f capital is to ensure 
338. Another major purpose of capite 
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the protection of depositors' funds and the continuance 
of the bank as a going concern, From the viewpoint of 
gepositors this assurance means that confidence in the 
bank ig maintained at all times, since it is considered 
there ig enough capital in the banking institution to 
abeorb losses that may reasonably be expected to occur 
ta the future. "The amount of capital required for this 
purpose will, of course, be influenced by the amount 
of the banks' contingency reserves. In Canada, the 
nature of chartered banks assets has changed over the 
years, The banks now hold a large proportion of 

Eee benine fit bonds and loans guaranteed in some degree 

by the Federal Government. Consequently, the decline 
of the capital-to-deposit ratio in Canada and in other 
“major countries hag not been cause for alarm. 

339. A further point is that most Canadian 
chartered banks are international in Scope, with 
Operations in a number of countries. Many of these 
countries require banks to maintain capital within the 
countries concerned. In other countries capital is 
necessary for the same reasons a& prevail in Canada 
even if no statutory obligations are laid down, 

340. The trend of capital in relation to deposits 
and risk assets is shown in Tables VI and VII. While 
Shareholders! equity has increased about four-fold 
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fince 1925, deposits have increased more than six times 
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deposits wag 10.7% in 1925, it increased slightly during 
the early thirtiee, then began 4 
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of capital raised the ratio; at the end of Loe. oe 
stood at 6.1%. The ratio of capital excluding bank 
premises to deposits showed a similar pactern, 

S41. The decline in the ratio of bank capital to 
deposits from the 1920's to the early 1950's, and sub- 
Sequent increase, have algo occurred in other countries, 
Furthermore, in the United States the ratio for com-= 
mercial banks declined from 3.2% in 1930 to 7.9% in 
1950 and has since risen. to approximately 9.7% in 1961. 
in the United Kingdom the ratio for leading banks has 
moved from 7.6% in 1930 to 2.6% in 1950 and approxi- 
mately 4.0% in 1961. In all three countries the greater 
part of the decline reflects, in the main, the results 
of monetary expansion. 

342. The decline in the relative gize of capital 
| funds hag given rise to discussions concerning the 
adequacy of bank capital. Views of what is “adequate” 
Capital have varied from time to time and from country 
tO country as circumstances have changed. 


343. Nevertheless, the size of a bank's capital 


remains for many depositors a measure of the bank's 
Strength. This ig undoubtedly true in an even greater 
degree in the field of international banking where the 
large and ee share of businese which Canadian 
Beni: enjoy is in no small part attributable to their 


peapital strength ag revealed in published statements. 
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TABLE vI A245 
CANADIAN CHARTERED BANKS 


RATIO OF SHAREHOLDERS! EQUITY, TO DEPOSITS 


oe. Shareholders! Equity* 
31st Deposits ** Shareholders'! Equity * Less Bank Premises 
_($ Millions) ($ Millions) % ($ Millions) % 
1925_ 23566 254 aa Tey P73 md 3 
1926 2,410 a5 10.6 a) 7.4 
1927 2,653 271 Toez 195° Te 
p92 8° eyo ls i ¥ ae 198 7.0 
1929 Bibs 20 318 pales 238 Ce 
930 2,565 225 12 26 237 G22 
1931 2,426 S22 Lanes 235 a 
32 2,306 316 12me7 229 9.9 
33 2,294 286 1246 201 8.8 
1934 2,405 287 11.9 201 8.4 
1935 2,609 287 eee 202 757 
36 7a Be dey 289 16.4 205 Ts 
37°" 2% 819 291 L0¢3 210 Tee 
1938 2,986 292 9.8 211 oral. 
1939 3537 8 294 8.7 214 6.3 
1940 3325 7 295 9.0 ay 6.6 
41 an ee 296 aa rare ee 
42 48287 297 6.9 224 S52 
1943 5,149 297 5.8 ae aa 4.4 
1944 5,997 301 5.0 236 3.9 
945 6,884 © 299 463 234 3.4 
946 pep eas 255 4.6 268 ea ke 
1947 7,406 340 4.6 269 38 
948 8,002 346 an, 268 a 
1949 B5A77 353 4.3 266 3.3 
0 BF 86.7 361 oll 255 2.9 
1 9,003 2G arene Pays) Ag eh) 
2 9,570 381 4.0 256 £07 
3 10,140 419 4.1 309 3.0 
4 por 71 3 521 4°49 406 Sais 
9° 1/90 4 Be Gay. 45.8 441 Bet 
195 i ew 653 52 509 4.1 
95 13%, 273-4 cae 5.5 573 Brae 
95 14,767 813 5.5 636 he 
95 14°,°6'5 1 926 6.3 720 ks 
960 15575 1,004 6.4 770 4.9 
961 17,674 1,071 bl 817 4.6 
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CANADIAN CHARTERED BANKS 


Shareholders! Equity Less Bank Premises as a 


Percentage of: ; 
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RATIO OF SHAREHOLDERS! 


TABLE Viti 
SELECTED BANKS 


AND PAR VALUE OF SHARES 


Latest Fiscal Year End 


Share- 
holders' 
World's Largest Banks Deposits Equity 


(Millions*) (Millions*) 


1 Bank of America, National Trust 


& Savings Assn. , San Francisco 11, 475 785 
2 Chase Manhattan Bank, N.Y. 8,876 718 
3 First National City Bank, N.Y. 8, 372 784 
4 Manufacturers Hanover Trust Co., N.Y. Soya 454 
9 Barclays Bank Limited, London £1,806 £ 84 
6 Midland Bank Limited, London © 1,669 2 10 
7 Chemical Bank New York Trust Co. 4, 353 430 
8 The Royal Bank of Canada ($ Can.) 4,502 306 
9 Morgan Guaranty Trust Company 4,136 wie 
10 Canadian Imperial Bank of Commerce Can.) 4, 220 256 
11 Lloyds Bank Limited £ 1,402 £10 
12 Security First National Bank, L.A. 3,662 271 
13. Bank of Montreal ($ Can.) 3,647 208 
14 Bankers Trust Company, N.Y. 3,09 310 
15 Continental Illinois National Bank 
and Trust Company Chicago 37 0L8 331 
16 First National Bank, Chicago 3,142 322 
17 Westminster Bank Limited, London EtleOs2 £ 42 
18 Deutsche Bank ..DM.11,122 DM.640 
19 Wells Fargo Bank, Am. Trust Co.,S.F. 2,72 201 
* 20 National Provincial Bank Ltd., London £ 947 £ 43 


Other Canadian Banks 


The Bank of Nova Scotia (3 Can.) 2,120 118 
The Toronto-Dominion Bank i 1, 969 113 
Banque Canadienne Nationale us 773 45 
La Banque Provinciale du Canada ss 399 19 
The Mercantile Bank of Canada ‘ 102 5 


* U.S. Dollars unless otherwise indicated. 


Sources: Annual Reports. 
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1 344, Early bank charters sometimes required a 
2 specified ratio of capital to "notes issueq" or “total 
indebtedness", .To some extent these provigiong regard- 
ing capital were really connected with bank liquidity 
as well as solvency. As pointed out elsewhere liquidity 
mot the aise System in an era of managed money is an 
entirely separate problem and a much lower capital seems 
reagonable under current conditions. 

345, Supervisory authorities in the United States 
wee =O apply a standard ratio of capital to deposits 
of 10%, but “there appears to be no scientific basis 


Merethié particular ratio. It igs gimply a good round 


Ww 


decimal, easy to calculate at a glance." (Roland a8 
Robinson "The Capital Deposit Ratio in Banking Super- 
vision", Journal of Political Economy, XLIX, February, 
1941, p. 41.) More recently it has come to be recog- 
nized that any simple capital-deposit ratio can be mis- 
leading i "the fundamental question on the adequacy of 
bank Petes must be answered in relation to whether a 
decline which might take place in the value of the 
assets of a bank would cause the solvency of the bank 
to be in jeopardy." (Louis Frohmann, “The Adequacy 
of Bank Capital", Journal_of Finance, October, 1947, 
ay 24.) As shown in Table VIII the ratio of capital to 
deposits for the 20 largest banks in the world as at 
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the latest balance sheet date varies widely but the 
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Tange for Canadian chartered banks is not out of line. 
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in accordance with the Bank Act revision of that year, 
stocks were split ten for one. It seems to us desirable 
that widespread ownership of shares in the banks should 
be encouraged, but the market prices of the various bank 
atockg have now reached levels that tend to limit wider 
distribution. 

347. Both in the interests of the public and in 
the interests of the banks themselves, some changes in 
the statutory $10 par value for bank shares should be 
considered. 

Inner Reserves 

348, The chartered banks are permitted to make 
Banited appropriations from current earnings before 
taxes for the purpose of providing reserves against 
logseg on certain of their loans and securities, and 
their net long foreign exchange positions. The Bank 
Act requires that the loans of a bank be stated "less 
provision for estimated loss" and that all securities 
ether than Canadian Federal and Provincial be stated 
at "not exceeding market value". To fulfill these re- 
quirements the banks deduct the above-mentioned reserves, 
known ag inner reserves, from the total value of loans 
and eligible investments and show only 4 net or realizable 
value for these assets. 


349, Prior to 1944 there were no specific statu- 


tory requirements with respect to inner reserves but, 


1 as was brought out in the Proceedings at The Standing 


f Commons on Banking and Commerce 
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Committee of the House 
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been responsible for seeing that a bank's assets were 
neither over-valued nor under-valued. However, in 1944 
the Bank Act was amended to charge the Minister of 
Finance with specific responsibility for determining 
the amount which, in his opinion, was a reagonable ap- 
propriation for a bank to make each year to its inner 
reserves. Since that time the Minister has issued 
periodically the Rules by which he makes this deter- 
mination, 

350. Inner reserves, as defined by the above- 
mentioned Rules, are divided into three categories: 
tax paid, specific and contingency. Tax paid reserves 
are those on which all taxes exigible by the Government 
have been assessed. Specific reserves are provisions 
allowed for potential losses that are readily discern- 
ablesat the time; contingency reserves refer to addition- 
al provigions for estimated losseg which, while not ap- 
parent at the time, are, nevertheless, known from ex- 
perience to exist in any large body of loans and 
fecurities,. 

351. From 1944 to 1954 the Rules issued by the 
Minister first defined the assets in respect of which 
contingency reserves were permitted and then specified 
@ percentage to be applied to each class of assets to 


arrive at the allowable reserve. The reserves so calcu- 


lated were originally in addition to the specific re- 


Berves that a bank was permitted to take in order to 


i : 14a¢4 7” - 
reduce the book value of the relative assets to esti 


mated realizable value. In 1955 the Rules were changed 


BO that only the greater of the specific or contingency 
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reserves on each class of assets was allowed. Again in 
1957 permitted reserves rer Sah modified to dis- 
allow reserves of any kind on certain classes of assets 
including Canadian Federal and Canadian Provincial 
securities, and finally in 1960 the fixed percentage 
levels for the different classes of assets were re- 
placed by a single, variable percentage that ts based 
On &@ moving average of a number of years! loss ex- 
perience for the banking system ag a whole, 

352. The fact that such provisions are permitted 
as a deduction from earnings before taxes hag given rige 
to criticism in some quarters. Even though taxes on 
inner reserves are deferred, it has been contended that 
the reserves are by now almost permanent, and the re- 
Sulting permanent tax deferment is equivalent to prefer- 
ential tax treatment. This is true, of course , of any 
provision for bad and doubtful debts. Never(neless, 
the fact remaing that the banks must pay taxes at the 
Current rate on any transfers from contingency and 
Specific reserves unless they are used for the purpose 
of writing off bad debts. 

353. The entire concept of inner reserves was re- 
viewed in considerable detail during the proceedings 
leading up to both the 1944 and 1954 revisions of the 
Bank Act. In 1944 the importance of inner reserves as 
@ factor in maintaining the confidence of depositors, 
While at the same time giving management the freedom 
| of carrying on the lending function effectively was ex- 
‘Plained by the Minister of Finance when he said in part: 
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that the inner reserves of the banks are nothing 
more or less than the reserves for bad and 
doubtful debts which the banking business re- 
quires, They constitute the first line of de- 
fence against losses on loans and losses on 
investments which may have to be realized in 
cash on a large scale and on short notice and 
which by law cannot be valued at more than 
current market prices, If the public functions 
of banking are to be performed, if the banks! 
demand obligations to their millions of de- 
positors are to be met, and if the banks are to 
provide credit freely for the needs of trade and 
industry, these reserves must be adequate to 
absorb the shocks of adverse buginegs conditions 
or fluctuations in security markets. If inner 
reserves are inadequate, bank managements will 
be hesitant to grant credit freely and take the 
risks that proper service to the public requires, 
If ag a result of inadequate inner reserves, 
banks have ee resort to published 
rest funds to meet inevitable losses on loans 
Or shrinkage in the value of their investments, 
public confidence will be impaired -- may be 
lost altogether. Once confidence is impaired, 


the need for inner reserves becomes all the 
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maintain themselves in a sound and strong 

condition." 

354. The lack of disclosure of inner reserves ap- 
pears to cause some concern, in certain directions. 
While it is conceded that the publication of thege 
amounts could possibly further the interests of share-~ 
it holders, it is also believed that eal eevee be detri- 
Meetas 6 the eases st depositors, and it has long 
Me ig vect tes (OP Canadian banking to regard their 
eee. Or Te aunt) In this respect the Bonen 7 
Committee on company law amendment in. the United Kingdom 
concluded that: 

"In the case of banking companies, the 
interests of the depositors outwe igh | the 
interests of the shareholders and considerations 
affecting the public interest must be taken into 
account, The reputation for stability of these 
companies is a national agset of the first 
importance to the community in general, and it 
is not in the public interest to endanger their 

pears stability sorcthe confidence: they: enjoy \at,.home 
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menta Bnd suuddemishrasis: and Hoxthis reason,i i tseensie 
to us desirable that such companies should be 


permitted to retain 4 buffer of undisclosed 


reserves,” 


355. None of the foregoing is intended to imply 
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to the detriment of the Shareholders! interests, Not- 
withstanding any lack of complete disclosure there are 
ample safeguards of the position of a Canadian bank 
Shareholder. The provisions of the Bank Act regarding 
the appointment and responsibilities of the shareholders! 
auditors as well as the comprehensive Supervision af- 
forded by the office of the Inspector ionsees of Banks 
are as much indicative of the Government 'g concern with 
the interests of depositors ang shareholders as they are 
@vidence of its general responsibility for the continu- 
ing safety and stability of the Canadian banking system, 
In 1944 the Minister of Finance stregseq the importance 
of this concept when he expressed the Opinion that: 

vecscccesseit ig a responsibility of the share- 

holders' auditors and of the Inspector General 

of Banks to see not only that inner reserves are 

built up to the level of adequacy but also that 

they do not exceed this level. Look for a 

moment at the position of the shareholders! 

@uditors, If they allow over-valuation of the 

bank's assets, they may be jeopardizing the 

entire investment made by the shareholders of 

the bank, On the other hand, if they allow real 


under-valuation of the banks! assets, they are 


not allowing the shareholders to obtain as fair 


@ return on their investment as the bank's earn- 


ings justify. Neither of these errors is 
justifiable. A proper sense of their 


Ship to the shareholde 


quires the auditors 
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judgment they possess in certifying that the 

assets of the bank are truly valued -= that is 

to say, neither over-valued nor under-valued," 

356. Under the present methog of determination, 
the allowable percentage for the total of specific and 
contingency reserves is based ona moving average logs 
experience for the past 25 years for the banking system 
as a whole, However, by definition, reserves are a 
cushion against the contingencies of the future rather 
than those of the past and any allowance based solely on 
historical experience may often be inappropriate to 
current circumstances. It follows that if a certain 
percentage for inner reserves ig considered adequate for 
@ given year the actual loss experience for that year is 
“not necessarily an accurate guide fot the determination 
of this allowable percentage in future years, Even 
though losses themselves are not discernible when loans 
are granted, accepted accounting practice dictates that 
provision should be made for unidentifiable but po- 
tential losses at that time, and the banks are faced 
with the need for making appropriations to their inner 
reserves in times of prosperity with the full knowledge 
that these reserves will be drawn against in periods of 


high loss experience. 


357. The application of the existing formula means 


that each year in the present cycle the banks are re~ 
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somewhat anomalous result. A number of consecutively 
good years will push the allowable percentage down at 
perhaps the very time that reserves should be built up, 
Business has been at a relatively high level with com- 
paratively low losses and no major down-turns for more 
than twenty years -- certainly the longest sustained 
period of high activity in modern history. When the 
formula is calculated next year the twenty-five year 
average will contain only two years of the thirties and 
two of the best at that, 1938 and 1939. 

358. The allowable percentage for the reserve 
formula has poen reduced substantially over the past few 
wears. if this allowable level continues to decline in 
the face of sustained low loss experience, the point 
may be reached where the low level of reserves begins to 
affect the banks! day-to-day operating decisions in the 
extension of credit. Inadequacy of ent ingency reserves 
ean hardly help but colour the viewpoint of the banks in.) 
formulating their credit policy. With reserves at a 
minimum following a period of prosperity they might well 
be compelled not only to hesitate in a subsequent re- 
cession to make the very type of loans that would be 
helpful in stimulating recovery but algo to be less 
lenient in carrying a borrower through his own difficult 
periods. 


359. It is the opinion of the banks that the 


continued application of the present formula may result 
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it would be undesirable to 0. For this reason, the 
adoption of the principle of establishing a "floor" 

below which the formula would be inoperative is recom- 
mended. While the decision of where this "floor" should 
be established is a matter of judgment and not susceptible 
of accurate determination, it is the considered view of 
the banks that it should be established not below the 
permitted level for the current year so that they may be 
in a position to take normal credit risks in all kinds 


of financial weather. 
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PART THREE 


FINANCIAL COMPETITION AND CONTROL 


SECTION I 


COMFETITION AMONG BANKS 


Rates and Charges 


360, The chartered banks are in keen competition 
with other lenders and depositories in respect of most 
of the business they do. However, none of these other 
institutions offers a full range of banking services, 
The banks play a key role in the operation of the pay- 
ments Reena et | for example, including the clearing of 
cheques and drafts locally, between different points in 
Canada, and internationally; ‘inte role attracts sub- 
stantial nepoEit balances ve pah ease of the interest rate 
Structure, though it also involves costs, not all of 
Which are directly recoverable from the beneficiaries, 

361. In general bank interest rates on deposits 
and on loans must conform fairly closely to the over-all 
Structure of comparable interest rates, but there is 
Some scope for variation because bank loan and deposit 
facilities are associated with other banking services 
that must be paid for in one way or another, 


362. Among the chartered banks themselves however 
@ 


competition must take a different form. The various 


- 44 4 rane g 2 
banks offer a virtually identical range of services to 


the public, and no one bank has a monopoly of staff and 


facilities capable of performing these services ina 
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courteous and efficient manner. It igs obvious that any 
bank will have to meet the best rate offered by other 
banks in any major category of Service, otherwise it 
will lose virtually all of its business in that Line ; 
there is therefore little scope for gifferences between 
banks in respect of interest rates or charges, For ex- 


ample, if the interest rate structure ig considered un- 


balanced, there may be some question ag to whether it 

is lending rates or deposit rates that should be changed. 
Almost invariably the bank which is willing to operate 

at the rate most favourable to its customers sets the 
pattern for all the others; no one bank or group of banks 
could long continue to exact terms less favourable itt 
any one bank or a minority of banks was prepared to 
Orrer. 

363. In arriving at loan and deposit interest 
rates, important factors are of course the statutory 
requirements to maintain a cash reserve of 8% and the 
voluntary agreement to maintain a liquid-asset ratio of 
(15%; the cash component earns yo interest and the 
secondary reserves normally yield relatively low interest, 
These requirements limit the amount the banks can earn 
from the employment of their funds, and thus limit what 
Can be paid to depositors. Also, there must be sufficien 
Spread between lending and deposit rates to cover bank- 
ing costs, 


AQ 


364. Lending is done at rates above the prime rate 


Where justified by the circumstances, but in any case 


it Fine ers 
the interest rate may not exceed 6%; branch manag 
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ready to seize any Opportunity to gain an account from 
another bank, Discretion its permissible in levying 
certain charges in the case of a customer who carries 
Substantial free balances or whose business otherwise 
warrants special consideration, 

365. In the field of international banking the 
Situation is complicated by the ease with which inter-~= 
national corporations can transfer funds aoross inter-= 
national boundaries, and by the international operations 
of foreign banks; practices in this area have already 
been discussed in connection with the foreign ourrency 
business of the Canadian banks, 

366. Under some circumstances a bank may perform 
Special services for a customer without levying a 
Specific charge, For example, 1t may sort and list 
cheques submitted through the clearings on behalf of a 
customer who maintains adequate deposit balances, Many 
other forms of service may be undertaken on occasion, 
especially to assist a new customer who is just becoming 
established in the area -- such things as finding office 
Space for him, obtaining information on market con- 
ditions, discussion of business conditions generally or 
in the customer's industry, and so on. 

Competitive Practices 

367. The chartered banks compete actively in 4 

“Variety of ways, Perhaps the most important is the 


competition for credit business, which offers the po-~ 


®) tential porrowertithe opportunity of discussing his needs 
ie 


4 branches of the same bank a 


With various bankers -- including the managers of other 


gs well as other banks, A 


eben reson are codes 

| snereen ASAE SARIS SAREE TELL 

| ant gitsnad: haved eanetad: doopcont; wat as at ae: 
| ~setel doldw tiglw. seas oddvxd’ beteosdqoensad: 4! 

| +vetet seouos abon? ‘cotenust pao, scodtaxoqna®! ee ) 

anorterxega Langl tani 62nd nad? vd bas (wot repmmod a 

ypaesle eed seca ain? a2 asetvodua 1 anand ah 

Seiten ngteseD edt ditw.s02 doaomb oats peatwoal b me 

eg hdced gt osaso) odtotelm 

maolied yoo Ane’ 8 sooteynms orto? emea! sebaU BBE 


8 aolyved cwodtiw temot ane p20 t aeoly nen Laleme 


) 
| 
| 
. 
) 
| 
) id 
. ‘fad bas teea yam ti’ bldmste woe) ,Satano: Omare 
| yw 46 Rladed so rtgnttsedo shy, dguord? Horesmtas @ " fs 
| Ura sdeonsgad: 2heoqeh staupebs enalnlaniodint oF 
| asobtacbe so 'HeNSIibhay od Tam solvT8a to amse 
2 Pal 
| petnidsed daeh “ef ott temotacd wer S Terpaa od yl aas, 
| eOLIRo Bat hGlT ae aynitty dons soxk oot af Benedhiet re 
| | ia Pats 
) «Oo Foaleant no ao*ssaxotet aotateido” mid ae 
) Bo) iteciiis ecoltipaes waenlend 30 wereehaaie s 
ye eft SE be schailicay OUNCES | 
eo Cnet OWS aes a ie” ae 

(|| “ele feds toa Atignde annad pereveadts "Onn ¥ 
; | “end af hradroqm. ’ Yeon sai’ “agadtet” ead 3 - 

é Va 
1) Meghbad altho astiin’ Cansahave” pict, aah 

’ ii 


bes cfd gatesvodls “‘vatawtaboa0, 
eedto. 20 isles hadi ate eeietame td 


Nethercut & Young : A261 


Terente, Ontario 


different manager may take a different view of the cir- 
cumstances, or see a new way of meeting the customer's 
ae | 

368. In the last analysis successful partes 
depends on good judgment about individual vinvowets and 
business propositions, coupled with sir ouceH imagin- 
ation to assist customers in overcoming difficulties, 
and these qualities are highly personal. One abtR wet 
may see no prospect of success for a particular enter- 
prise, say a small manufacturing operation that does not 
seem to be proving out; another may perhaps see that. the 
| technical side of the operation is good but the marketing 
Side or the financial management needs tightening up, 
and may thereby help to convert a near-bankrupt business 
into a prosperous customer. 

369. Whenever the spread between the prime rate 
and the ceiling rate permits, competition occurs in 
respect of the interest rates offered on Loans that are 
not entitled to the prime rate. Vieaees 1? thee are 
differences in judgment as to who is entitled to the 
prime rate, or how much above the prime rate the 
particular borrower should be charged. 

370. Another field of intense competition is in 
7 what is known as business development. The banks are 
' continually on the lookout for opportunities to attract 
| new enterprises, both domestic and foreign, and to 
assist in the expansion of established concerns. 


Prospects are aided in a wide variety of ways, as 
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already mentioned. 

371. .A part of the compet ition in these fields 
takes the form of specialized knowledge’ of and service 
| to particular industries, ee example, several banks | 
operate petroleum departments seee es to serve that 
industry in Western Canada, Others have developed 
certain expertise in mining, agriculture, fishing, 
lumbering, or particular manufacturing industries, such 
as textiles and clothing. Similarly, most banks have 
economics departments which, in addition to ee eh 


services to management, provide information to the ee 


general public through publications or which oe offer 
Bdvisory services to customers. 

372. Competition for personal loans is also im- 
portant, both among the banks themselves and between 
banks and other lenders, though its sgope is limited 
at times when the authorities feel it necessary to dis- 
courage thia type of lending. From the point of view 
of the banks however it ig valuable buginegs in itself, 
and ae OF COT) leads to handling other banking business 
for the customer who takes out a personal loan. 

373. There is aotive competition in soliciting 
deposit accounts, on a basis more or less parallelling 
the competition for credit business. Much depends on 
@ good personal relationship between the staff of a 
particular es. and its customers, Various banks 
savings deposit plans of 


one kind or another, such 4& Christmas Clubs and term 


Bavings plans. 


374. As already mentioned, competition for foreign 
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business is particularly intense. Here Canadian banks 
must meet the terms of the great international banks of 
other countries, but they also compete vigorously among 
themselves, 
Branches 

375. The opening of bank branches in the right 
places and at the right time is an important aspect of 
inter-bank competition. A wide and efficiently distri- 
buted network of banking offices has always been es- 
sential to any banking system in rendering sai to 
its customere, and never more so than today. Branch 
banking as it has developed in Canada has shown itself 
a apabic of meeting this need admirably, from earliest 
times to the present. During the settlement of the 
Prairies in the first third of this century, for ex- 
ample , branches brought the full range of banking ser- 
vices to the newest community without delay and made 
Pavddrced ayaitapic that were not limited to local 
tHquid gavings. That is eoealay true of today's physi- 
cal deena: There are branch banks at Frobisher in . 
the eastern Arctic Iglands, at Port Radium and Hay River 
in the Northwest Territories, and at Inuvik near the 
mouth of the Mackenzie River. Construction crews were 


greeted by the ‘staff of a branch bank when they completed 


ro A, 24 a Vit fe Bw 
pushing the railroad through 360 miles of wilderness 


into Schefferville, Quebec. Banking facilities were 


que = re ther g s 
BVailable in Kitimat, B.C., before there was a house on 


the townsite. A branch bank opened in Leduc, Alberta, 


‘vet producing well was brought in. 
the day after the first producing Wer wae brough r 
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376, Branch banking has also been successful in 
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meeting the demands of the dispersal of population and 
industries around the peripheries of major cities and 
the development of new industrial areas. This phenomen- 
on ig perhaps less Epectacular than the enlargement of 
our geographic frontiers, but it ig a pervasive move- 
ment that is affecting a much larger proportion of all 
bank customers, These shifts have accentuated the 
problem of bringing banking service to the customers 
rather than expecting the customers to travel long 
distances to do their banking. 

‘37f. The obverse of this is that in a branch bank- 
ing system each bank mugt maintain a network of branches 
Re the country, and at well, chogen locations cover- 
ing strategic gections of principal centres and metro- 
Baitan areas, in order to bring its services close to 
existing customers and new prospects. A branch network 
also provides co-ordinated Canada-wide banking services 
admirably suited to the needs of those business firms 
that must also operate across the country. Accordingly, 
branch development gets a great deal of thought and at- 
tention in every bank, 

378. The decigion to open a new branch in a given 
location ig based ona variety of considerations, It 


must fit in with the needs of a balanced geographic 


distribution of branches across the country. The pros- 


pects for business growth in the general area to be 


“ a a, 3 } Y g 
Served must be carefully examined. The particular site 


must be convenient to existing and prospective customere. 
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coneidered, for there ig no profit in entering an area 
that is already Over=banked no matter how promising it 


ig in other respects, 


379. A bank tries to be alert to locations that 
will serve the public ang eventually pay for themselves, 
No branch is expected to be profitable from the start, 
though this does happen in exceptional cases, Generally 
Speaking, however, a new branch ig expected to start 
earning a profit within three to five years and will 
not be opened unless there are §00d reasons to believe 
that this will be accomplished. As recently Opened 
branches become profit-earning, a bank ig usually more 
feaay to open new ones, If a branch shows persistent 
loss¢s in epite of skilful management and vigorous 
efforts at business development it will be nidada 
Bank Premises 

380. Since 1945 the chartered banks have made sub- 
stantial expenditures on premises in order to make up 
for depreciation deferred during depression and war 
years, to accommodate the larger staffs made necessary 
by shorter hours and reduced overtime, to handle the 
rapidly increasing volume of business being done year 
by year, and to keep up with modern trends in businegs 
construction, burglar proofing, and banking facilities 
generally. The bulk of the increase in expenditure has 
been on the modernization and improvement of structures 
cca, in existence in 1946; new branches account for 
& much smaller portion, even though many new branches 


Se eS j 1ags also 
have been Opened. During this period there ha 
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Bank Premises, Assets, and Shareholders' Funds, Selected Years 
—— TE uns, velected Years 


End of Shareholders Total Bank Ratio of Premises to: 
Year Equity Assets Premises* Equity Assets 


(oar Millions of dol lawrsi) ) 


1926 > 256.9 2,939.9 70.4 27.4% 2.4% 
mooi * e216 oe UP LH tin 79.8 24.8% 25 1% 
1936 2°8 85 ore ses fic eee 26.0% (ape 
1941 Pao | 4,136.6 69.4 23.4% ee Thy: 
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pource: Statements of the Assets and Liabilities of the chartered 


banks of Canada compiled from returns submitted Pur - 
Suant to Section 103 of the Bank Act and published at: 
various dates as supplement to the Canada Gazette. 


* Excludes controlled realty companies. 
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and increased responsibilities for the branch manager, 
In the past a good many branches were thought of 

prifar tly as savings offices, as they did relatively 
little lending business and functioned essentially ag 
collectors of deposits. Nowadays, however, the de- 
centralization of industry has greatly broadened the 
gecope of branch activities, and there are few branches 
that do not have a substantial lending buslacest 

Besides requiring a higher standard of branch manage- 
‘ment, this has required more commodioug branch premises, 
Advantage hag been taken of the opportunity thus offered 
to introduce modern architectural advances and up-to- 
date ideas on furnishings and equipment. Air- 


conditioning is steadily becoming more widespread, 


<togenae Seana oft 20% Bef rer 
ot yo Ygwodt? SreW sonans td: uae aks 8: re , ’ 
ytovitveler bib yeds es deoltto agritvee 8a itt 
as yllatinedse fenoltonnt bas seealaud gntbast erst 
“eh od? ,nevewod , sysbéwor si tsoqeb to ex08 

ait peaepsotd yliserg ead yrteubol t¢ obtaet fas 
sedosaad wet ons asec? pos ,seltivizos consid eo) 


.esecteud gothasl Letinstadva « overt Joa ob gm 


-snaram denen to brsbonale tedgin 2 aotaauper voolw 
.aspimexg donexd aguelbomaos etom betigpet asi arity 41 
heretic sudt eiiautseggo edly to ceils? nesd Sei ages 

~olmqu brie seocaevba Letudootidets nrebom souboramias 

wba tosagieps boa eyntidelagel no Saems 


FY 
Paeesqnoblw erom gutwoosd Yllosests as soltool? i Gas 


Nethercut & Young A268 


Toronto, Ontario 


381. The accompanying table shows shareholders! 
equity, total assets, and bank premises for selected 
year-ende. It will be noted that in 1946 the ratio of 
premises to total assets had fallen to about one-third. 
the level of the 1920's and 1930's, as assets grew 
during the war while premises declined somewhat; the 
subsequent expansion of premises raised the ratio once 
more, and for ten years it has remained close to 1.2%. 
On the other hand owsctan of premises to shareholders' 
equity appears to have stabilized again at about the 
pre-war level, after a moderate drop during the war and 
a sharp rise in the early post-war years.’ The abnormal- 
ly high ratio in 1951 was brought about by the sharp 
expansion of premises in the preceding five years, 
which wags then offset by a parallel growth of share-. 
holders! are the next five years. It would ap- 
pear however that the relative stability of the premises- 
equity ratio ig not due to any preconceived idea of a 
necessary relationship but to the fact that the needs 
for both premises and capital are similarly related to 
the general volume of business done. 

Entry Into the Banking Business 

382, Traditionally in Canada entry into the bank- 
ing business hag been carefully regulated under the 
Bank Act in the interests of ensuring a sound and reli- 
able system, In earlier days the statutory provisions 
with respect to minimum capital requirements and the 
Scrutiny of the authorities were doubtless the major 


obstacles to be overcome. Nowadays, however, even if a 


group wishing to found a bank had*little trouble 
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raising the minimum capital required and assuring the 
authorities of ‘their goog faith, they would find it 
difficult indeed to win a sizeable share of the Canadian 
banking business unless they could rapidly build up a 
ae staff and a wide network of branches. The neater 
of capital and the organizational work involved in go 
doing are surely a far more powerful deterrent than the 
statutory requirements, 

383. Historically, the statutory provisions re- 
garding entry into the banking buginegs have contributed 
to promoting a sound system in Canada, However, times 
change. Much progress hag been made in the understand- 
ing of the basic nature of the banking function, the 
regulation and control of banks, and the protection of 
depositors, Modern central banking techniques, bank» 
eg ecsraior and supervision, and other measures both in 
Canada and in other countries have brought new disci- 
pline and taught new skills. It is therefore only fair 
to ask if the arguments for the present entry provisions 
are Still valid in the public interest, for surely it ig 
the public interest that must govern, 

384. If we look no further than the performance of 
banks chartered under the Bank Act, there seems to be 
little justification for modifying the provisions that 
now apply to entry into the banking business, The need 
for gound and regpongible banking practice if more press- 
ing, not less', in a complex modern society, Many of the 
techniques devited in other countries to improve and 
Strengthen their banking systems have been in large part 


to achieve what was already characteristic of Canadian 
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banking ; others have already been adopted in Canada; 
none of them offers any reason for reversing the tradition- 
al pattern of our banking legislation, By any object- 
ive comparison with other countries, Canadian banking 
muet be rated highly. 
385. However, if we broaden our view to take in 
the performance of banking and quasi-banking functions 
by other financial institutions, a somewhat different 
- picture emerges. Experienée over the years has led to 
the impogition of stringent controls over the chartered 
banks to ensure that they are soundly operated and that 
epoRitors: funds will remain liquid in times of fi- 
nancial crises -- special provisions concerning share- 
holders! audit, rigid internal inspection, and super- 
vision by the Inspector General of Banks; the detailed 
provisions of the Bank Act in relation to formation, 
Posy 
management, and winding up; limitations on the acti- 
vitieg in which banks may engage; and So on. This pro- 
vides a formidable armoury of safeguards under federal 
legislation. To a somewhat similar extent the same 
situation, in respect of legislative safeguards, applies 
in the cage of the two institutions operating under the 
Quebec Savings Bank Act, 4 federal enactment broadly 
modelled on the Bank Act. Yet many other financial 
institutions now hold large portions of the liquid 
Savings of the public under conditions not greatly 


different from those which applied to banks in the days 


before the development of modern safeguards to protect 


the depositor, It may even pe that the very success 


strong and sound banks has 


of the measures for assuring 
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lulled the authorities and the public alike to the 
dangers of unregulated banking. Our forefathers had 
intimate practical experience with these dangers, but 
this generation hag not. In any case the tradition of 
safety built up by the chartered banks hag made it 
easier for the near-banks to grow without actually 
having to provide to the publ ie the financial protection 
that is nowadays taken for granted. 

386. From the foregoing it can be seen that bank- 
ing is far from being a monopoly. Indeed it would be 
hard to think of a typical banking function that ig not 
offered by one or more competitors of the chartered 
banke. There are many bidders for available funds -- 
Bee anente. insurance and trust companies, savings 
banks, and credit unions, etc., ag well as the short- 
term investment market. 

387. On the lending side, too, there are many 
types of credit available to individuals and corporations 
for a variety of purposes, much of it in competition 
with the banks either directly or indirectly. Manu- 
facturerg, wholesalers, and retailers extend a large 
volume of credit in an informal way in the ordinary 
course of their buginess. Finance companies do much of 
the ingtalment financing of retail sales of durable 


goods. Personal loan companies do 4 large volume of 


pergonal financing, much of which ig in competition 


with the banks. Credit unions are playing an in- 


creasingly important part in the congumer credit field. 


Life insurance loang are for the most part based on 
, 


mortgages, but even mortgage loans are directly ; is 
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competitive with chartered bank lending to the extent 
that working capital is sometimes provided in this way ; 
“loans against life policies are a large and ready gource 
of pergonal credit, and make the cash loan value of a 
policy comparable to a savings account in gome respects, 
Trust and loan companies lend money on mortgages and 
against the security of stocks and bonds. Foreign 
parent companies and other foreign investors often pro- 
vide working capital to subsidiary or affiliated com- 
panies in Canada. Bond issues, in addition to providing 
long-term capital for industry, sometimes provide funds 
for working capital purposes. The Industrial Development 
Bank supplements the activities of other lenders by 
providing intermediate and longer-term credit to in- 
dustry, particularly for smaller enterprises. Money- 
market operations outside the banking system reach sub- 
Stantial figures; it is estimated that on occasion more 
than 40% of day-to-day and call loans are obtained from 
Sources outside the banking system. There are various 
federal and proyincial lending agencies operating in 

the credit field, particularly for the benefit of farmers 
and other specialized producers, 

388. Some of these lenderé obtain a portion of thei 
financing from the chartered banks, and to this extent 
there ig duplication in the figures for lending by 
banks and lending by the other sources here listed. 
However, a great deal of it represents the lending of 
bank deposits belonging to these lenders themselves 


Or soliciteq by them from third parties through the 


offer of attractive interest rates. One of the great 
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gaps in Canadian financial statistics ig in this field 
of credit operations outside the banking system, for 
little is known of the activities of other financial 
intermediaries except on a piecemeal basis and after 
long delay. 

389, Within the banking System proper there ig a 
very effective amount of competition, Congidering the 
very substantial opportunities available Outside the 
banking system, competition for neither loans nor 
deposite can be said to be seriously threatened. The 
limitations imposed on the activities of a chartered 
bank by the Bank Act, together with effective com- 
petition from other banks, ensures that even the 
largest bank cannot gain financial domination over any 
field of business or industry. 

The Canadian Bankers! Association 

390. The Canadian Bankers! Association wag estab- 
lished on December 17, 1891. Previously bankers had 
met as individual members of the Toronto Board of Trade; 
then during the revision of the Bank Act in 1890 it 
became clear to them ag well as to government officials 
that a more formal organization was required, similar 
to those already existing in the U.S.A. and Britain, 

The voluntary association was superseded by an incor- 
porated body in 1900, in order to give the Association 
&@ more formal and official status and to make it obli- 
gatory for all new banks to become members, Among other 
things it was given the power of supervision and in- 
Spection over the banks' note issues, in connection with 


the operation of the Bank Circulation Redemption Fund 
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established by the Bank Act of 1890 to safeguard holders 
of chartered bank notes, 

391. The powers and the semi-official status of 
an agent of the Government assigned to the Association 
in 1890 have since lapsed, because the chartered banka 
no longer have note-issuing rights. Today it has no 
Supervisory or disciplinary powers, and is simply a 
trade association. Since en Ther yas it has promoted 
the efficiency of bank daivayess by educational courses, 
has published a magazine, and has operated clearing house 
across Canada. Legislation and court decigions on 
banking matters have been scrutinized and reported on, 
For many years it has provided cash rewards for evidence 
leading to Sony (Sel for bank robberies, 

392. As it operates today, The Canadian Bankers! 
Association comprises all banks that are chartered by 
Parliament and to which the Bank Act applies. Member- 
&hip resulte ag a matter of course from the chartering 
of a new bank by Parliament. The Bank of Canada ig not 
eligible, nor the Industrial Development Bank, nor the 
Quebec savings banks. . 

393. A bank's membership in the Association is 
exercised by its general manager, and each bank has one 
vote and one voice. The active head of the Association 
ig ites president, elected at an annual meeting in June, 
It is customary for the president to serve two one-year 
terme, although this hag not always been the case, It 
ig algo the practice for the presidency to alternate 
every two years between the banks with head offices in 


Toronto and those with head offices in Montreal. There 
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are also four vice presidents, two from Montreal and two 
from Toronto. The president is the spokesman of the 
Association, and ag such can speak for the whole com- 
mercial banking community within the limits imposed by 
the rules of the Association. His responsibilities are 
particularly heavy before and during a revision of the 
Bank Act. He is aggisted in his duties and in carrying 
out the decisions of the Association by a small perma- 
nent staff headed by an Executive Director. 

394, The Executive Council of the Association 
meete four times a year. These meetings are attended 
by the general managers of the banks or their nominees, 
Matters of general interest to the banks come up rou 
congideration. The Governor of the Bank of Canada, the 
Minister of Finance, and the Inspector General of Banks 
usually confer with the general managers on the day of 
the meeting on business conditions and monetary matters. 
The routine work of the Association however is carried 
on by the permanent staff and by various committees 
formed by representatives of the panke. The Association 
works primarily in procedural fields of common concern 
to all banks and avoids fields that are competitive 
among banks. For inetance, it exercises no influence 
or authority over the lending rates charged by banks, 
established in fifty-one cities 


Clearing houses are 


across Canada and are operated under rules and regu- 


lations made by the Association, pecause all banks are 


equally affected. Similarly, the Association provides 


the machinery for foreign exchange transactions among 


banks, the general principle being that all gob hha the 
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facility equally and there ig no hindrance or interference 
with the competitive position of any one of them, 

395. Since banking is under federal jurisdiction, 
most of the contacts of the Association with government 
authorities are at the federal level, particularly the 
Department of Finance. In each province, however, -it 
hag legal representation to keep it informed of legis- 
lation having an effect on banking. It hag sometimes 
happened, also, that provinces have asked the Association 
for advice and co-operation on gome specific subject. 

396. As already mentioned, much of the Association's 
work is dealt with by committees, Each bank is usually 
represented by someone versed in the particular field 
under review; in’ this way the Association can call upon 
men of expert knowledge, so that the committees' reports 


are based on a wide range of experience and training. 
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The Role of the Chartered Banks 


day-to-day loans to money market dealers and Government 


otherwise prdhibited by the Bank Act, Since the estab- 


‘bishment of the Bank of Canada, monetary policy hag also 
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SECTION II 


COMPETITION WITH OTHER FINANCIAL INSTITUTIONS 
AE NO PLUTONS 


397. The Canadian chartered banks have traditton- 
ally been the chief depositories for personal savings 
and have also been the chief source for most kinda of 
short-term business financing and Sseueaen loans. In 
addition, they have long played an important role in 


government financing as purchasers of Government of 


Canada securities, and more recently they have provided 


a foundation for the growing Canadian money market, which 
depends in a substantial degree on the fact that the 


chartered banks keep a secondary. reserve in the form of 


of Canada Treasury bills. Under the National Housing 
Act, until the going rate of interest went above the 
maximum permitted the banks, they made a substantial 


contribution to residential mortgage financing, a field 


been implemented primarily through the effects on 
chartered bank operations of variations in bank cash 
permitted the chartered banks by the Bank of Canada, 

The operations of the chartered banks are also regulated 
in detaiy by the terms of the Bank Act, as well as by 
certain of the termes of the Bank of Canada Act. Among 
controls are the statutory 


the key points of these 


limitation of 6% in the rate which may be charged for 
f 


bank loans, the statutory requirement to hold 8% cash 
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os 
against Canadian deposit liabilities, together with the 


supplementary agreement on secondary reserves, and the 
prohibition under the Bank Act of acquisition by thé 
chartered banks of certain types of assets, notably con- 
ventional mortgages, 
Development of Other Financial Institutions 

398. Over the years a considerable number and 
variety of other financial institutions have developed 
in Canada in competition with the banks, Although none 
of these other institutions offers. a full range of | 
banking services, each of them has taken on some function 
and services of a essentially banking nature, To the 
extent that these other institutions may have developed 
by Bae taeuisices and facilities which for one 
reason or another the chartered banks did not provide, 
the result may be regarded as a desirable growth in the 
range and flexibility of banking and financing services 
in Canada, although it has also produced problems in 
the field of monetary policy for which solutions are 
needed. However, to a very considerable extent these 
compet ing institutions have made such rapid headway in 
circumstances in which the chartered banks were pre- 
vented by legal or other rigidities from competing ef- 
fectively in the areas taken over by the competing in- 


stitutions, It might be pointed out that some of these 
compet ing inst ituftons enjoy freedom.from income 


taxation, 


399, The major functions of a banking nature per- 


‘formed by these other institutions are primarily the 


acceptance of savings and other deposits in various forms 
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1 
from the community; the provigion of loang for a wide 

2 variety of purposes; the provision, in some cases, of 

4 the equivalent of chequing services, made possible, in 
3 practice, by access to the chartered banks! clearing 

’ gyetem; provision, in some cages, of safety deposit 

p boxes and other safekeeping services. These functions 

7 are performed without the limitations enforced on the 

8 chartered banks by the Bank Act, the Bank of Canada Act, 
.? and certain "agreed" arrangements with the Government 

" and the Bank of Canada. "Banking" is not defined in our 
1 legislation and various possible definitions, from the 
12 point of view of economic analysis, are in varying 

4 degrees inadequate or misleading. However, from the 

14 


point of view of monetary policy these institutions are 
yy important instruments for the expansion of credit in the 
16 economy and, as such, their operations directly affect 
7 the success or failure of monetary policies even though 

18 they are not, like the chartered banks, directly amenable 
1 to control in the interests of official monetary policy. 
Zo 400, Among these competing institutions are credit 

21 unions and caisges populaires, finance companies, small 

22 loan companies, factoring companies, trust and mortgage 

93! oan companieg, insurance companies, participants in 

24 the short term money market, provincial government 

a5 Savings offices, and the Post Office Savings Bank. 


4] these institutions are all competing actively for the 


Savings or loanable funds of the community, and all have 


8 much greater freedom than do chartered banks in the way 


in which they can invest such savings and other funds, 


and therefore in the returns which they can pay to 
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lendere and depositors. Government of Canada Savings 
Bonds are also a very important savings instrument in- 
volved in the general competition for the ‘dommunity 'a 
gavings. 

401. Some credit unions and caigses populaires now 
make “chequing" privileges available, and some of them 
invite regular business accounts, grant commercial loans, 
discount paper, and, in short, conduct a general bank- 
ing business. Their original emphasis was on the grant- 
ing of gmall personal loans to fellow members, but they 
have been moving more and more into the fields of long- 
term mortgage lending and other investments in sizeable 
amounts. Under Quebec legislation there 1s no limit ag: 
to the interegt' paid on deposits or charged on loans 
by the caigses populaires, Credit unions in a number 
of other provinces are limited in their loan rates to 
1% per month on the unpaid balance. 

402, It should be particularly noted that co- 
operatives, credit unions, and caigses populaires have 
substantial tax advantages. Their interest rates on 
Savinge and shares vary, and sometimes there are in- 
surance features which would increase the effective 
rate, but the rates are of the order of 3% on deposits 
and 3 to 5% on shares. 

403. Trust and mortgage loan companies algo compete 
intensively for deposits, primarily by offering higher 

interest rates. They are rapidly extending their net- 
| and gome offer chequing facilities 


work of branches, 


agatnet savings accounts. They algo accept deposit ac- 


counts from which. cash withdrawals are permitted, and 
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they offer term guaranteeq investment certificates, 
usually of one-year to five-year maturities, Mortgage 
loan companies issue debentures in terms of one to five 
years at interest rates from 4 to 5%. A large part of 
the assets of the trust companies ig invested in the 
form of mortgage loans. Their current rates on mort- 
gages are of the order of 6-3/4 or 7%, The rates now 
offered depositors generally vary from 3-1/2 or 4% on 
Some types of accounts to 5% or more on longer-term 
guaranteed investment certificates, although there is a 
great deal of variety in the terms and rates offered, 

404, Two provincial governments, Alberta and 
Ontario, have provincial government savings offices, 
These organizations centage Savings, are exempt from 
income taxes, and in Alberta make loans, including 
loans against the security of land mortgages, 

405. Instalment finance companies are primarily 
in the business of providing loans to buyers of qurable 
goods, both retail and wholesale. The credit they 
fupply is normally short term and they therefore obtain 
their fundg mainly by eee borrowing, largely in 
the form of notes and debentures and bank loans. Bank 
loans ‘Es recent years have supplied a decreasing Prong 
portion of these funds. The smaller companies still 
rely to a relatively greater extent on bank loans, 


While the larger ones depend increasingly on the role 


of their own short-term notes to other financial insti- 


tutions or directly to corporations. The assets of 


these finance companies are invested primarily in in- 


' fl 
ftalment loan contracts, 1.e., "retail paper , at 
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interest rates which vary considerably and over which 
there is no legislative control. 

406, Small loan companies and licensed money 
lenders, some of whom report to the Superintendent of 
Insurance, are engaged mainly in the field of personal 
ingtalment loans. They are permitted, under the Small 
Loans Act, on loans up to $1,500, to make charges as 
followe on the unpaid balance of a loan; the aggregate 
of 2% a month on any part of the unpaid principal bal- 
ance not exceeding $300, 1% a month on any part of the 
unpaid principal balance exceeding $300 and not ex- 
ceeding $1,000, and 1/2% a month on any remainder of the 
unpaid principal balance exceeding $1,000. The Act puts 
no interest ceiling on loans above $1,500 and requires 
that only those lenders who charge more than 1% a month 
on unpaid balances, on loans of $1,500 or less, be 
licenged. 

407, Life insurance companies in Canada have very 
great flexibility in their choice of assets in which 
to invest the funds obtained from their policies, They 
may invest in all types of government guaranteed debt 
-- federal, provincial, or municipal, Canadian or 
foreign -- corporation bondg and preferred stocks, and, 
within specified restrictions, common stocks. They may 
make loans on the security of bonds and debentures, 
shares, mortgages, and life insurance policies. They 
may invest any portion of their agsets in mortgages 


provided each loan does not exceed 66-2/3% of the value 


of the real estate covered. 


‘th alternative sources of credit 
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Professor R.S. Sayers, a member of the Radcliffe 
Committee, goes even further, "Nor should we limit the 
range to firms ordinarily regarded as financial inter- 
mediaries. Among firms whose main activity is manu- 
facturing or trading most do a great deal of lending 
and borrowing: they extend ‘trade credit! to their 
customers and they take ‘trade credit! from their sup- 
pliers .... The distinction between banks as creatore 
of credit and other firme as users or intermediaries 

in the monetary field is if not completely false at 
least migleading. From the point of view Of. une 
pressure of effective demand, the crucial step is that 
which increases the power to acquire goods and services, 
on the part of people inclined to exercise it im- 
mediately; and panke are by no means the only firms to 
place this power in the handg of others. (R.S. Sayers 
"Monetary Thought and Monetary Policy in England", The 
Banker, October, 1960, p. 671.) 

409, Another compet ing inetitution is the In- 
dustrial Development Bank. Established in 1944, it has 
been expanding its operations significantly in the last 
year or go, Ite original function was the provision of 
intermediate-term credit for industrial purposes, but 


it is now widening its activities to every type of busi- 


need enterprise. Some of its lending business in the 


last year or two would appear to have been directly com- 


petitive with the chartered banks. Ite lending rate 


hag gone as high as 7% and is currently 6-1/2%, or 


higher than the rate permitted by law to the chartered 


banke. The Act setting up the Industrial Development 
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Bank fixes no maximum rate. The I.D.B. hag apparently 
been unimpeded by various periods of tight money. Total 
loans outstanding at December 31, 1961, were $133.4 
million, It is not unreasonable to assume that the 
ready availability of central bank funds to the I.D.B. 
even Paaaichsb ines of very tight money, together with 
its freedom in interest rates, hag enabled it to at- 
tract loans which otherwise might have been accom- 
modated by the chartered banks if they had equal freedom 
in their operations, 
Access of Near-Banks to Clearing System 

410, Full details of the arrangemente for near- 
banks! access to the clearing system are get out in an 
Appendix. 

411, The banks have given a great deal of careful 
study to the question of how the ever-increasing volume 
of cheques and orders can be handled most efficiently, 
bearing in mind the criteria for their acceptability 
as a means of payment, which are ease of negotiation 
for holders and the earliest possible reimbursement to 
negotiating banks and near-banks, and the need for 
equitable apportioning of clearing costs. In this re- 


spect the banks have been negotiating on the following 


(a) All near-bank organizations and institutions 
that accept deposits and offer chequing faci- 
lities to their customers should be required 
to agsume their proper share of the function 
and cost of clearing the cheques and other 


instruments which they negotiate and the orders 
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which they permit their customers to draw on 
them knowing that the banks will be called upon 
to negotiate most of these orders. To thig 

end the near-banks which have not already done 
£0 should be required to provide clearing 
facilities co-ordinated with the banks' 
clearing facilities in the manner described 
below, 

(b) Local cheques and local orders, negotiated 
locally, would be cleared locally, and settled 
for through a current account conducted with 
the main branch of a bank, 

(c) . Each near-bank would provide central clearing 
facilities through its central organization, 
branch, or office (herein called the "central 
office") at the central clearing point for 
the province in which the near-bank is lo- 
cated; The central office would conduct 
with the main branch of each bank at that 
point a current account through which settle- 

‘ment for orders, cheques, etc. would be made 
(herein called the “clearing account"), ex- 
cept that where the volume of clearing items | 
does not exceed a suitable limit determined 
by the local clearing house the clearing ac- 
count ard be conducted with only one bank, 


(a) All cheques and other items clearable through 


banks (except local items) negotiated by near- 


panke would be gent by the near-bank to its 


central office at the central clearing point 
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for the province and deposited in its clear- 
ing account there, each bank receiving all 
items payable at its own branches except where 
@ clearing account is conducted with only one 
“pank. The banks accepting the items on deposit. 
Will clear them to the points at which they are 
payable, 3 
Orders drawn on near-banks negotiated by banks. 
(except local orders) will be sent by the bank 
-. to its main branch at the central clearing 
point for the province and, if the near-bank 
hag no central office at that point, the orders 
Will be cleared by the banks to the nearest 
central clearing point at which the near-bank 
has a central office. The ordera will be 
charged to the clearing account of the near- 
bank's central office and the latter will 
clear them to the offices on which they are 
drawn. 
The banke must recover by way of clearing 
fees the full cost of handling the orders plus 
a reasonable margin of profit. If the full 
cost ig not recovered, the effect would be 
that part of the cost which should be al- 
located in full to the near-banks and their 
customerge for whose benefit the chequing faci- 
lities are provided is shifted to the banks 
and their customers who would then be paying 


the cost of the banks' chequing facilities 


plus part of the cost of the near-banks' 
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wm Phequing-facilities. This would give the 
near-banks the competitive Savatage of being 
able to offer lower charges or higher interest 
“rates, or both, in order to abevdes public 
depogite. | 
Clearing At Par by the Bank of Canada 
, egeevniteis another point relating to the clear- 
ing system on which our comments have been requested. 
| 413. In attempting to develop the arguments for 
and against having clearing undertaken at par by the 
Bank.of Canada, it may be well first to describe the 
present gituation and to emphasize that the reference 
ig bapable ‘of several interpretations. 

414, The banks have already gone a long way them- 
selves towards universal par clearing arrangements, 
ee June 1960 all sieebrotowimanene have been 
cleared to and redeemed by the arawee banke at their 
nearest central clearing point OL és Halitax, Saint 
John, Montreal, Quebec, Ottawa, Toronto, WinniLoeg,, 
Regina, Calgary, and Vancouver) and each drawee bask, 
therefore, carries the debit fioat on its own Svequda a 
from the date of settlement until eventual payment, 
These cheques may be divided into two categories as 
follows: 

(a) Cheques drawn on branch points, i.e. points 
where both the negotiating bank and the 
drawee bank are represented. 
(b) Cheques drawn on non-branch points, 1.e,. 


points where the negotiating pank ig not 


represented. 
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Cheques in category (a) are accepted at par by the 
drawee bank. Cheques in category (b) are accepted by 
the drawee bank, subject to the following commissions 
which are deducted from the amounts charged to drawee 
banks. (The exceptional procedure for cheques of $50, 
O00 and over is a device to reduce the amount of debit 
float outstanding in the books of the drawee banks and 
such items are cleared by direct cheque-list to the 
branch concerned degpite the clearing arrangements which 


prevail for other items.) 


Cheques up to $5,000 5¢ wr item, plus 1/10% 
of the daily total, 
Cheques over $5,000 1/20% minimum $5 each. item, 
to $25,000 
Cheques over $2*:,000 1/32%, minimum $12.50 each 
to $49,999.79 item, 
Cheques $50,000 and No charge. These cheques 


are charged to drawers! 
accounts on date of 
negotiation after advice 
by wire. 


over 


415, Briefly, therefore, the only cheques which 


are NOT being exchanged at par as between banks are 


those on non-branch points (see category (b) above) for 


less than $50,000. 
416. At Bank of Canada points the clearing house 


manager provides the local agent of the Bank of Canada 


with a list of the balances due to or by each bank, 


Each bank confirmg the balance direct to the agent, 


authorizing a debit or credit, as the case may be, to 


the bank's account in Ottawa. Instructions are then 


despatched by the agent to Bank of Canada, Ottawa, 


417, This settlement 1s on a par basis from the 
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Bank of Canada viewpoint, all commission deductions and 
adjustments of any type having Wee ee at the level of 
the clearing houses maintained jointly by the banks in 
larger centres and at central clearing pointe. 

418, It would, of course, be to the banks' adq- 
vantage to avoid the routine labour involved “i the col- 
lection of interbank commissions if this could be 
achieved without any significant loss in revenue to the 
ind tytaual banks, by reason of the disparity. in branch 
persed tat coi and already the possibility of elimin- 
ating this, or substituting a monthly lump-eum inter- 
bank payment, is being studied. In arriving at a basis 
for assessment of a fixed monthly payment consideration 
will have to be: given to the avoidance of involved 
beceraskee ping and statistical processes, which other- 
wise wOGes neutralize any labour-saving achieved. If 
we arrive at this condition, which would seem to be eg- 
Saawerareitien dleatkolis sorting of ed materializes, 
we Shall have in effect par clearing ag between the 
banks without intervention of the Bank of Canada at all, 

| 419, If it ig the thought that the Bank of Canada 

might agsume in some way the physical handling of the 
clearing of cheques we cannot see what this will ac- 
complish nor can we see how this would reduce appreciably 
the cost to the banke of their present clearing 
Operations, 

420, There is frequently misconception of the 


functions of a clearing house in Canada. It must be 


borne in mind that there is novdetailed listing of 


cheques at the clearing house which is in distinct 
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1] contrast to the situation in the United Kingdom, where, 
2 for instance, items passing through the Town Clearing 
' 3] (London, England) are listed at the clearing house it- 
4) self, which ig specifically equipped for this function. 
5| These items represent some 80% of the sterling total of 
6] clearings processed by the London Clearing Bankers, a4 
7| similar situation prevails in the United States where 
8 the Ree sa Reserve banks undertake a quite considerable 
9] physical handling of cheques. In Canada, the physical 
10] exchange of cheques may take place early in the morning, 
11 before the clearing settlement which only occupies a 
12 few minutes or, in centres where a banks employ night 
“13 clearing staffe, even the night before. 
14 421, At present, each bank niiath aloe the cheques 
15] it receives-on deposit from its own customers into it") 
(16 thoge drawn on ite own bank, and (2) those drawn on other 
7 banks, with the cheques of each bank being sorted 
18 separately. If the Bank of Canada were to intervene, a 
19] bank would still be required to make the same two sorts, 
-20|| although presumably it might not be neceaneen to sort by 
91 individual banks, but if “other” banks' cheques were 
92| sent to the Bank of Canada in one block, this would pro- 
23) vide only minor relief in the sorting task, If the sort 
24| into banks wag transferred to the Bank of Canada, it 
25 must be aggumed that, on completion, the Bank of Canada 


26| would merely turn over to each bank the cheques drawn 


27 on its own branches, Each bank would then have to sort 


28 these cheques by branch, It 4s inconceivable that the 


| a 
29 | Bank of Canada would attempt to send a cheque list each 


put it is the branch 


day to each branch bank in Canada, 
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sort which causes the greater part of the cost of ere 
ing, and there would be little possibility of achieving 
cost savings by having the Bank of Canada handle only 
the bank sort, It should be emphasized that almost all 
the cost of the clearing and transit function occurs 
within the banks and ig incurred to a certain extent in 
every branch, 

422, We are unable to see, therefore, how the 
introduction of the Bank of Canada into the physical. 
clearing processes would do other than cause delays in 
the handling of negotiable instruments and add consider- 
ably to the present cost of clearing. It is noteworthy 
that the number of items passing through the chartered 
banks' clearing system is currently at a rate of 
614,000,000 per annum, A further important consideration 
1g that one of the probable avenues leading to max imum 
automation is the centralization of the cheque-handling 
function and the depogsit-accounting function, with some 
of the processes of both being carried out simultaneous = 
ly. Since it would be quite inappropriate for the Bank 
of Canada to be involved in the latter function its 
introduction into the cheque-handling function would 
probably inhibit the full development of bank 
automation. 

423, In the United States, the physical clearing 
of cheques ig handled in the main, but not exclusively, 


by the Federal Reserve system, but the two situations 


are not comparable. Canada has eight chartered banks 


having access to the clearing system, whereas in the 


United States there are about 14,000 banke and it is 
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patently clear that some centralized procedure is eg- 
sential in these circumstances, Even so, any U.S. bane 
with a branch system carries on its own inter-branch 
clearing in the same manne aa in Canada. In the United 
kinedon a physical Poe tees listing, and exchange of 
cheques takes place at the Lonifon Glesuine House, but 
this is an organization enffated by the London clearing 
banks and there is ae intervention by the central bank, 

4eh, It has been said, in favour of Bank of Canada 
participation in the clearing system, that with the 
introduction of electronic cheque processing, the in- 
dividual banks could not justify the purchase of the 
necessary costly machines, If this were the case, and 
we do not agree that it is, it is difficult to see how 
Similar expenditures should be undertaken by the Bank of 
Canada in respect of a programme. from which it would 
receive no benefit whatever, 

405, It ig our view that waGh-Gharieran bank must 
enter the electronic age on its own, or jointly with 
other chartered banks, at some time or another if it is 
to reap the maximum benefits from automat Lon, The 
intervention of the Bank of Canada would be @ pointless 
addition to the costs of the Bank of Canada itself, and 
would impede progress by the chartered banks in this 
direction, To ensure that cull eayeutase le taken of 
the opportunities afforded by electronic equipgent in 
fuch areas, for example, as centralized bookkeeping, 
each chartered bank must have such equipment under (a) 
ite own control or (b) the control of the chartered banks 


where competition would force an arrangement reasonable 
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from a competitive and cost standpoint. 
Short-term Money Market 

426, In another field, that of the short-term 
money market, the chartered banks have been encountering 
new forme of competition from a wide variety of insti- 
tutions engaging in financial operations. An official 
money market commenced in Canada in 1954 with the offer- 
ing by the chartered banks of day-to-day loans to money 
market dealers approved as participants by the Bank of 
Canada. As grantors of these day-to-day loans, and as 
the principal investors in treasury bills and short- 
term Government of Canada issues, the banks have from 
the beginning been substantially involved in the of- 
ficial money market. Although they were already full 
and active participants, they were requested in 
November 1955 by the Governor of the Bank of Canada to 
hold, in addition to the prescribed cash reserve of 8% 
of Canadian deposit liabilities, an additional regerve 
in day-to-day loans and Government of Canada Treasury 
bills in such amounts that the total of cash, day loans, 
and bills would average no less than 15% of deposit 
liabilities for each month, This hag meant that the 
banke do not have the same flexibility as other parti- 
cipants in the short-term money market, and other 
participants in the market are sometimes in a position 


to take advantage of the fixed requirements of the banks, 


Thig additional requirement also limits the ability of 


the chartered banks to shift their resources from-short- 


term money market to other investments and loans, if 


this should seem desirable. Many corporations, either 
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directly or through trust companies, now invest short- 
term funds in the money market, In many cages these are 
funde which might otherwise have been left on deposit 
with the chartered banks. Corporations of sufficient 
financial standing are also now able to sell their own 
promissory notes in the money market rather than seeking 
loan accommodation from the chartereq banks, The fact 
that such corporations have established lines of credit 
with their bankers naturally strengthens their position 
in selling their commercial paper in the money market, 
Finance companies working through money market dealers 
also attract considerable funds from the money market 
through the sale of various short-térm instruments, 

This ig an alternative to aeivininestnele lines of 
credit with the chartered banks. The banks have 
developed short-term interest-bearing deposit instru- 
ments of their own to meet this competition. 

427. The i ernest eee thie aspect of the money 
market has added considerably to bank costs, In the 
first place the banks have to face the additional interes 
expense of their own new deposit instruments. Further- 
more, the result of the increasing use of near=banks has 
seen a rise in deposit velocity and henge Sheque handl- 
ing routine in relation to balances carried. | 

428, The existence of the money market also af- 
fects the banks by producing a lower level of both loans 
and deposits than would likely be the case if corpor- 
ations did not “trade” deposits among themselves (pro- 
viding the central bank permitted both to rige), 


429, In effect, then, despite the fact that the 
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panke now operate with an 9% cash ratio instead of the 
former 10%, the net i ACER OF the growth in the money 
market may have been harmful to bank earnings rather 
than helpful. At the same time, the banks are in 
danger of losing corporate deposits to other finance lal 
intermediaries through their inability to offer compet i-— 
tive interest rates, It should also be noted that, 
while the money market does provide an avenue for short— 
term financing, it is impersonal in its operation and 
provides no assured element of continuity for the bor- 
rower. Nor does the money market provide those ancil- 
lary banking services on which the users of the money 
market depend, and which still have to be provided by 


the banks. 


u 


430, Nevertheless the chartered panks recognize .' 
that the development of the short-term money market has 
brought advantages to other major participants. The 
Bank of Canada now has improved facilities for conduct- 
ing open market operations; the Government is enabled 
to finance a larger part of ite debt at lower rates, 
much of it necessarily held by the chartered banks as 


a result of the additional reserve requirement, The 


money market has algo provided profitable opportunities 


for the official money market dealers, whose operations 


are baged on their access to day-to-day loans at the 


banke and to last resort facilities at the Bank of 


Canada, and for large corporat ions and other insti- 


tutions with ghort-term funds to invest. 


The Competitton for Savings 


431, An tmportant aspect of the chartered banks! 
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functions is to gather funds from those who have 
surpluses and to make them available for use in the 
economy by others. But the chartered banks are only one 
of a number of competing institutions which act as 
financial intermediaries and ; in a flexible scenery 
it ig inevitable that there will be changes over a 
period of time. At times new institutions may enter 
the field and expand operat Lone while other financtlal 
inetitutions decline in imprtance. 7 

432, In general it may be said that the chartered 
-panks, which accept aenontee ether repayable on aedana_ 
or at short notice, are similar to some financial inter- 
mediaries, such as trast and loan companies, but consider 
ably different from life insurance companies. or pension 
funds, which include other functiong along with the 
gathering of savings. Factoring companies, for in- 
stance, are another type of intermediary. In this cage, 
while they deal with the public as direct lenders, in 
general they borrow from other intermediaries. In ad- 
dition, however, there are now other savings media such 
as Canada Savings Bonds, which are regarded as un- 
doubtedly safe and liquid inetrumente, in many ways 
akin to deposits. 

433, Competition for the liquid resources of the 
community has intensified in the post-war years, As 
ghown in Tables I and II, the chartered banks' phedig 


over thig period has declined from 87% of the given 


total in 1947 to 74% in 1960. Thig continuing relative 


@ecline is of importance to the chartered banks, and may 


have serious repercussions on the economy, If this 
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trend had been the result of free and unrestricted 
competition among the financial institutions involved, 
the public interest would have been served. This has 
not been the case, however, as the banks do not enjoy 
the same freedom ag their competitors, The total of 
chartered bank deposits is regulated directly ry the 
central bank in the interests of contra-cyclical mone- 
tary policy. No such direct influence is exercised over 
deposits in competing institutions. Indeed, during 
recent periods of monetary restrbint, when chartered 
bank deposits were being held gown by central bank action, 
total deposits in the near-banks continued to expand 
rapidly. For instance during the two years 1959 and 
1960, while chartered bank deposits rose 1.8%, deposits, 
etc., in the other competing institut tons listed in 
Table I, 1.e€., Quebec Savings banks, sveatt? nienes 
government savings inetitutions, trust and loan companies, 
mortgage companies and finance companies, rose BHA. 
(Investment by the public in Canada Savings Bonds rose 
by 24.1% in the same two years). The banks are at a 
disadvantage in attracting deposits because of limi- 
tationg on their ability to pay rates of interest on 
deposits comparable to those paid by figar-banke. 
434, Under present conditions, as competing forms 
grow relative to chartered bank 


of financial claims 


deposits, monetary policy has either to become more 


proadly directed against the total supply of liquidity 


or progressively more vigorous on chartered bank deposits 


in order to bring about a given expansion or contraction 
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of total money expenditure, When monetary policy is 
restrictive heavy pressure ig placed upon the banks | 
which ig not shared by other financial intermediaries, 
Consequently, under these conditione the near-banke can 
and do expand at a time when the chartered banks are 
required to restrict their growth.’ It follows, under 
i | these -clreumstances, that the central bank is forced to 
bd even more restrictive as the chartered banks! 


me : See. 4! MA 
welative position. declines, 


“435. One way of explaining this phenomenon is in 


ir 


| terme of changes in the velocity of circulation of 


® = 
“9 wg 


money. The Bank of Canada has very ‘succinctly described 


thig process in these terms: 
aye 
w@ 


ue 


While the central bank can influence the quantity 
of money (tive ney and bank deposits), there ia - 
no fixed relationship between the quantity of 
money and the rate of spending. At any given 
moment a varying proportion of the money SUppLy. 
is inactive, lying in dormant: deposits, but capable 
of being activated if sufficient incentive is 
offered. Rising interest rates and increased 
efforts by would-be borrowers cause owners of 
previously inactive degpsite to lend them ¢o 

’ 
thoge who want to make capital aligandtah eis or 
other expenditures. The degree of quant Lt@five 
restriction that would be oh hg to overcome 
the increase in "rate of turnover" of deposits 
is very presen the early stages of a boom 
(wien it ig most difficult to adopt a really 


rigorous policy) but the scope for further 
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activation of inactive deposits diminishes over 


& period of time. 


A special case of credit expansion feeding on the 
process of activation of inactive deposits assumed 
significant proportions during 1955 and 1956, 
namely, a very large increase in the volume of 
consumer credit, particularly as financed by 
inetalment finance companies and small-loan 
companies PEE Oe ere rire ee 

Finance companies carry on an operation which 

is in all essentials banking, but are not re- 
strained by changes in monetary conditions. They 
are able to compete for deposits through the 
gale of short-term paper in the money market and 
to raise funds in securities markets, mete tee 
necessary rate of interest for these purposes, 


for increased interest costs do not appear to 
(Bank of Canada, 


deter consumer borrowing. Annual Report, 1956, 
pp. 24-26.) 


436, The rise in the velocity of, détand deposits 
in the post-war period raises the question of whether 
or not there is a long-term trend operating and, if so, 
where it ig headed. Velocity previously approached its 
present levels in the speculative boom of 1959, then 
dropped to very low figures immediately after the 1939- 
45 war. Part of recent increases may, therefore, be 
gimply a return to a more normal level, 


considered ag 


However, the post-war growth in deposit turn-over has 


in general followed such a steady upward pattern that 


there ig little reagon to believe it will not continue, 
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and indeed its physical limits are somewhat obscure, 

437. Studies in the United States guggest there is 
ont . 

a close correlation between velocity of demand deposits: 

and business cycles, (George Garvey, Debits and 

Cleari ge Phetistics and Thetr Use: Washington 1959, 


‘ 


p. 80 et seq.) However, the Report of the Commission 


on Money and Credit, while acknowledging that non-bank 
financial institutions have played Sore role in in- 
creasing velocity during periods of economic expansion, 
concludes that in general the effect is not important. 
438, Nevertheless in Canada in 1959 the combineg 
liabilities of credit unions, trust companies, finance 
companies and mortgage loan companies increased by $461 
million, thus enabling them to expand their loans by 
about the same amount, at the very time when central 
bank policy was bringing about a decline of $412 million 
in the Canadian dollar deposits of the chartered banks 
(TableI). The spending of the loan proceeds, together 
with the eet a dv founds of re-spending generated by 
the rise in money incomes thus init Late, obviously in- 
volved a substantial volume of bank debits (and a much 
Smaller volume of near-bank debits), but there is no 
Simple or accurate way of determining what the volume 
wags, so the net effect on monetary velocity cannot ‘be 


readily ascertained. Still, it would surely have been 


& significant contribution to monetary stability if 
there had been gome way of restraining the expansion of 


loans by near-banke in 1959. In other words it is the 


growth of the resources available to near-banks, and the 


additional lending and spending. that this makes possible, 
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that is of importance for monetary policy. 
439. This leads into an alternative way of explain 
ing the relative importance of near-banks, which relateg 
to the total liquidity of the community rather than to 
the velocity of circulation, For example, the Radcliffe 
Committee suggests the object of monetary policy should 
be to affect the level of total demand "by altering the 
“liquidity position of financial institutions and of firme 
and people desiring to spend on real resources. The 
Supply of money itself is not the critical factor, 
(Report, p. 135.) What was more important in their view 
was the total supply of liquid assets, including near- 
money assete of the type mentioned above. 
| 440, Mr. Manning Dacey in his criticism of the 
Radcliffe Report (W. Manning Dacey, Money Under Review, 
London 1960, p. 32.) noted thats 
A community which formerly held only actual 
money, finding itself in pogsession of a grow- 
ing stock of such assets (near-money) would un- 
doubtedly begin to feel more liquid. Its 
members would feel less need t‘o hold as large 
balances ag before of actual money, be more 
willing pene down their cash balances, rely- 
ing on the possibility of mobilizing their 
assets if the need arose, In traditional 
terminology, therefore, we should say the 
| growth of liquid assets other than money will 
rfia to raise the velocity of circulation: a f 
af 


given money stock, reinforced by secondary J 


liquid agsets, will gupport a larger volume of 
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Epending than the same money stock without fuch > 

reinforcement, | 

441, The financial framework in Canada after the 
Bank of Canada opened for business in 1935 wag perhaps 
Suitable to the financial structure of the country au 
that time and for gome years afterwards, when the 


chartered banks held the liquidity media in the country 


as shown in Table I, However, it hag been shown that in 
the post-war period other financial claims there listed 
have developed in competition with bank deposits, 

442, Commenting on similar developments in the 
United Kingdom Professor Sayers noted: 

eRe < restriction of the supply of bank 

deposits, if long continued, can be expected 

to become increasingly ineffective as a curb 

on total demand because the demand for ‘Liquid sey 

can be so well satisfied from other sources. 

Worse than this, restriction of the banks will 

increase the opportunities for alternative lenders, 

go that the banks will lose ground to their 

competitors and the heads the government can 

hit will become progressively lese influential 

in the behaviour of the economy. (R.S. Sayers, 

Op. Cit. 5. pn 682% ) 
While Sayerg! remarks refer to the situation in the 
Pe. Kingdom hig conclusions might also apply to the 
Wh 


Cand@dian scene, 
y 


Discriminatory Restrictions on Chartered Banks . 


443 There are at present a number of limitations 


ofa disor iminatory nature on the activities of the 
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chartered banks and a consequent reduction in the 
sources of financing available to the public. 

444, The 6% legal maximum interest rate ig per- 
haps the most important of these restrictions which 
apply only to the chartered banks and not to other 
financial institutions. This ceiling may once have re- 
flected public attitudes more understandable then than 
now, when the banks were the only financial institutions 
of consequence in the country. In present circumstances 
it is difficult to find a rational explanation for it. 

A very large volume of bank lending is, in any cage, 
done at rates lower than the legal maximum. This in- 
dicates that banks, like other financial institutions, 
must meet the going rates in each of many areas of 
financing. The rates charged reflect the cost of money, 
the nature of the risk, the costs of doing the business, 
and other relevant factors including the vigorous 
competition of other banks and other inetitutions, In 
some areag of financing the going rates are above 6%. 
These ratege too reflect such factors as risks and costs 
put it ig quite conceivable that the rates are in fact 
higher than they might be if chartered banks were al- 
lowed to compete at rates which would give them a fair 
return but which might well be less than is now charged 


by lenders shielded from such competition. Chartered 


banks would algo, of course, be in a position to pass 


on to their depositors an appropriate share of any 


benefits resulting therefrom, 


Hus It 1g noteworthy that the cost to business 


enterprises of borrowing money from the banks is a 
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normally very small in relation to their total costs 
of doing business, while, on the other hand, the cost 
of long-term funds from other sources for such projects 
as, for example, utilities, major plant conetruction, 
and pipelines, is a decisive element in the total cost 
and often determines whether or not the project can be 
carried out. Yet there is a price ceiling on the first 
category of lending, and an open market without any 
Jegei limitation for the second category. 

446, Some of the rates charged by other insti- 
tutione have already been mentioned, but are recapitu- 
lated below, The following examples, as at November, 


1961, are instructive: 


Insurance Companies, Investment Companies, 
Trust Companies and other Mortgage Ingetitutiongs 


6-3/4% to 7% or more on mortgages 


Small Loan Companies 4 


1-1/4% to 2% ger month (range of 


effective rates of major companies) 


Caigzses Populaires in the Province of Quebec 
6-1/2 to 6-3/4 and 7% (usually in- 
cluding the cost of insurance) on 


mortgages as well as personal loans, 


Credit Unions and Caisseg Populaires outside the 


Province of Quebec 


1% per month on the unpaid balance 
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Central Mortgage & Housing Corp. (Maximum rate) 


6-1/2% on mortgages 


Industrial Development Bank 
6-1/2 on loans secured by mortgages 


or liens, 


447, Six and one-half per cent ig the rate cur- 
rently being charged by the I.D.B. However, during 
1959 and most of 1960 it charged 7%. The Act setting 
up the I.D.B., unlike the Act regulating chartered banks, 
sets no maximum rate and allows the I.D.B. complete 
flexibility to meet changing market conditions, The 
fact that the Government's bank, whose loans are 
comparable to many bank loans, has not been limited by 
an interest rate ceiling is a fair indication of the 
reagonablenegs of the case against such a ceiling. 

448, The practical impact of the 6% ete wag 
demonstrated most acutely in the summer of 1959. Ags the 
Treasury bill rate rose towards 6% it became theod 
retically possible for bank customere to borrow at the 
prime rate and invest the funds in Treasury bills or 
other short-term securities at a profit. At the same 
time large puginess customers, who had been raising 


fundg for ghort-term working capital in the "street" 


from non-financial inetitutions while market rates were 


lower than the rates charged by the bankgs" suddenly 


found that the prime rate of the chartered banks was 


lower than the cost of "street" accommodat Lon. — They 


therefore approached the banks to draw down Mnes of 


eredit which often had not been uged for months or years, 


ot © aggeqd tom a BAL . ‘i 
a7 En ay ; 


‘a roe ; i “4 ‘i my i) i‘ “ oe ‘ 


| | , nse dreeuateteta st stents 


ine al eres Sake _- 


on 
7a 


amy 


“eanasivon tenors aamol m0 B\I-d 


,aeret £ 0 


“wo whan edt SI dep 9q TLad~enw bas’ xe wi 
goltab ¢revewoH ,&.0,I od? yd beyeado gated % 
galiyes JoA edt -8 besrsio tf O8@L to "om bas 
‘Syss¢ petedtado guftaloger YoA edt edt inn 80, oad 
siefgros 44, d,I en? awolis bos stax mud xem OH | 


‘i 
edt .enoliibnes fsiyen giignedo Fesm.09 cottage 
ats praoft stedw .xined 5’ toomrrevod edd tad? 4 ines 


ry 


Yd BbOtim2l seed ton sad .ensol asad yosm ot eidarse 
E ¥ eth 


ei? Yo oottaelbni tied 4 et Soliiso star tasretqt: 


<anilfleo s dove tantsss saso edt to sesneidanc 


4“) 


saw ailltes #0 att to soaqut Isofstosiq off aes. 


aiy ef FOL Io tewmmes al? Al yleiuoa dsen boievtar 
4 


hos: ensoed 2 Rd atsewod ago @3}3% itd exit 


att 26 worred ot stemotawe aad tot sistavoq ula 5 


to Silid vmeaserl nt thaw? add Jeoval one ofan, 
; 1 2 — ; 


onas of? 2A titer 9 ts seffinuoss med trode: redde 
italian need bed ofw .siameyenu assut and earel sath 
*“jooerss" onto ut [adigso ginitcow wyet~ts0ds ro? ba 

6tey Gots: Joram elitw aaoliut seg Let enact tenon 1 
Tirepeya "egies aid Yd osaerts never wit mtd M 
sew ‘Winad Hetodgnis edd to eter ont tt At 
yaar -auttspounooce “sen478" te. nop 


te ak KOs warh ot eit’ odd | 


wi aie 
ae 
= 


> 


Nethercut & Young A 307 


Terente » Ontario 


£0 that the banks found themselves with a sharp increase 


in the demand for large business loans at the same time 


‘that the demand for other kinds of credit was algo 


extremely strong, The 6% sortie in thig cage not only 
prevented the banks from using the traditional device 
of raising prices to moderate demand but actually in- 
tensified the demand itself, 

449, The interest rate rigidity has also hag a 
profound effect on what has traditionally been one of 
the main features of the operations of Canadian charter- 


ed banks, i.e., the attraction of Savings deposits, In 


the last ten years the rate of growth of savings ina 


variety of competing institutions hag been much greater 
than in the chartered banks. 

450, The chief reason has been that these other 
institutions, gince they are able to invest a very sub= 
stantial proportion of their total assets in higher- 
yielding investments, notably conventional mortgages, 
are likewise in a position to pay a higher return on 
Savings obtained from the public. This results ina 
progressive limitation on the resources available to the 
Pasta rer banks for lending and investment activities, 
and in fact makes it possible for funds to be attractegd 
to depositories not subject to adequate safeguards. 

451, It is sometimes argued that, provided thege 
Other institutions continue to maintain their cash 
balances in the chartered banks, the only result of this 
Shift of savings deposits is a change in the ownership 
of the deposits in the chartered banks -- with deposits 


from trust companies, etc., replacing those of 
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F individual owners of savings deposits -- and that the i 


cash reserves of the chartered banks are in any cage 


q 


3 regulated by the activities of the Bank of Canada, £0 

5 that there is no necessary reduction in the lending and 
y ’ 

¥ investing capacity of the chartered banks as a pesult 


6} of this drain of savings to other institutions. In 


a fact, of course, the decisions of the central bank 


i authorities ag to the cash reserves to be allowed the 
; 


9 chartered banks, and hence the decision ag to the amount 
; : 
10) of financing the chartered banks are to be allowed to 


i do at any time, must take into account the volume of 


— 


a2 financing being done outside the banks. If free compe- 
a3) tition were established between the banke and the other 
a institutione, and if ae a result the banke began to 
S] attract a growing share of savings deposite, and were in 
¢ @ pozition to compete for a share of the higher- 
7 yielding inveetmente now taken by these other insti-~- 
r atone, the decigtione of the central bank ae to 

FE 
chartered bank cazh would undoubtedly teke into account 


| 


) ] 
9 chartered banké, There 


the larger requirements of the 


y fe, in ghort, no way of avolding the fact that the loge 


y of deporit# to competing inetitutione affecte the 

: charteres panke in exactly the tame way ae the ioee of 

ts business affect# any other commerciad ‘netitution, 

: 452, The primary and #econdary rekerve require- 

° ments, impored only on the chartered vanke, amounting in 
i are a further im- 


total to 19% of deposit liabilities, 
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~ 


financial institutions. Cash reserves, ag a minimum 
percentage of deposit liabilities, were originally in- 


tended as a safeguard to the depositors, i.e., to the 


a? 


general eee With the present structure of inspect- 
lon and supervision, both by the banks themselves and 

by the Ingepector General of Banks, appointed by the 
Federal Government, this is no longer the main purpoge 
of cash reserves. The normal working requirements of 
the banks would dictate gome level of cash reserves 
whether or not any legal requirements existed. The 84 
legal cash ratio, however, introduces a rigidity not 
faced by competing institutions, A further rigidity ia 
introduced by the dp uiaine to hold secondary reserves 
in the form of Treasury bills and see canes loans to 
money market dealers in amounts such that these assets 
together with cash are equal to 15% of deposit liabilities}, 
Thig ig not in a true sense a reserve, since it is not | 
available for use; rather it is a forced investment. 
Thue, regardless of alternative investment opportunities 
which may well be more atbract ive at any particular time, 
the chartered banks are under the dbligation to maintain 
substantial holdings of normally low-ylelding assets, 

The consequence of these anrangemente 1s that the 


chartered banks, alone among financial institutions, must 


Mi 
pay a substantial direct cot, in the form of lower 


returns on their aggets than would otherwige be available, 


as part of the current arrangements for implementing the 


7 4 
Government's monetary policy and to facilitate, thronpgh 


the money market, the implementation of the Government's 


fiscal policy, The ability of the chartered banks to 
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compete effectively with other financial institutione is 
clearly unfavourably affected by their undertaking, 
based on a formal request from the Bank of Canada, to 
hold 7% in specified low-ylelding assets in addition to 
the legal requirement to hold 8% of their assets in cash 
on Which there is no return, 

453, These reserve requirements are a basic ele- 
ment in a further restriction on the ability of the 
chartered banks to compete effectively with other in- 
atitutions; this is the fact that monetary policy in 
Canada is implemented by actions which bear directly 
on the cash position, and hence the financing opportuni- 
ties, of the chartered banks, and only indirectly, if 
at all, on. the financing opportunities available to 
competing institutions. Since these other institutions 
do not have statutory cash reserve bead manent and are 
not bound by the 6% interest rate maximum, they are able, 
during a period when the authorities wish to contract 
or restrict the growth of credit, to continue to axpand 
their credit operations and to take advantage of what- 
ever may be the prevailing rate of inretest: Since the 
central bank does not have the power to control their 
operations, even tighter restrictions have to be im- 
posed on the chartered banks in order to keep the total 
amount of financing in the country within the limit 


desired by the central bank authorities. This is clear- 


ly a serious defect in the arrangements for implementing 


monetary policy, and one which imposes special costs and 


restrictions on the chartered banks substantially limit- 


ing their ability to compete effectively. 
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44, Another important legal limitation on the 
competitive position of the chartered panica Slama a pro- 
Biuition.din the, Bank, Act, of-inveatdnanby chartered banks 
in mortgages, with the exception of those allowed under 
the National Houging Act. This prohibition means that 
the public is largely prevented, when seeking mortgage 
money, from approaching the chartered banke ag one pos= 
E&lble source of the funds required. The field ig there- 
fore left open to a range of other porone who are in- 
hibited neither by government conan dor be the 


h 
“Bese ibility of competitive action by the chartered banks, 


General Conclusion in regard to 
Competition with other Financial Institutions 


455. What should be the goal of national policy in 
thie whole matter of the type and variety of financial 
institutions available to serve the Canadian economy? 

It is our view that the goal should be to have a wide 
range and great flexibility in the financial services 
available to the Canadian public; that this can best be 
achieved by permitting the free play of competitive 
forces among the various institutions involved, in- 
cluding the chartered banks, without discriminatory re- 
etrictiong which work to the disadvantage of one type of 
institution. At the present time the chartered banks 

are prevented by various legal and institutional rigidi- 
ties from competing fully and effectively over the whole 
range of financing activities with the other institutions 
listed above. This means that the Canadian public, in 
seeking to satisfy its various financial requirements, 


frequently finds that for certain of these requirements 
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the chartered banks must be ruled out as pogsible 
fuppliers., The result is that for a cond aneaeee rereen 
of financial activity the other institutions are 
sheltered from the competition which could otherwise be 
available from the chartered banks and which could not 
Pata FO etrengthen the poe ition, of the Canadian public 
4. it me souk and compares alternative sources of 
Dec ir.: 

456, So far as possible the solution should lie 
in the direction of allowing free competition and the 
play of normal market forces ag between competing 
financ tal ihe uehedeab, Some regulations and controls 
there will undoubtedly be, intended either to safeguard 
the interests of the ee or to facilitate the imple- 
mentation of official monetary and fiscal policies. To 
the extent that this is practicable and possible, such 
controls and regulations should bear equally on all 
competitore in the field, From the point of view of 
competition with near-bank institutions, the preferable 
golution to the legal maximum interest “ai problem 
Weura appear to be to give the banks the same compet it ive 
fle#ipility now enjoyed by the other institutions, 1.e., 
to arate dhe legal maximum, This, particularly if 
combined with broader lending powers, would permit the 
chartered banks to compete on equal terms with other 
institutions now attracting’a rapidly growing share of 


the savings deposits and loanable funds of Canadians. 
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SECTION III 
DEBT MANAGEMENT 


457. In the period since the Conversion Loan there 
have been a number of changes in debt management policy 
and techniques. With a heavy program of deficit 
financing and a sensitive bond market the Gbiseunent hag 
adopted a policy of offering relatively small issues of 
shorter-term bonds at fairly frequent intervals. Recent 
techniques have frequently involved the purchage of a 
Substantial portion of each new issue by the Bank of 
Canada, and the gradual feeding out of this issue to the 
| market over a period of weeks or months, The opén-market 
buying of Government of Canada issues GUE PSG TG ie eee ene 
the shortest maturity. This “leap-frogging" techrgique 


hag proved helpful during a period when confidence in 


the market wag low. 


458. At aa, when a new Government bond issue 
is offered the banks are assigned relatively small firm 
allotments of bonds. The initial allotment is based on 
past performance in the distribution of recent Govern- 
ment issues. The bank is free to divide its allotment 
of bonds among its investment account, its trading ac- 
count for distribution to its customers, and its pension 
fund as it sees fit. The firm allotment may be less than 
the amount the bank would like to have for its own in- 


vestment account. On the basis of the primary firm al- 


lotment the bank can usually submit a further order up 


to twice the amount of the firm allotment. On recent 


igsuegs, however, the amount available for further orders 
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has. been much smaller than the raors, and the cond, 
allotment has been relatively small. Thue if a bank 
wante a substantial amount of a new issue it must go to 
the dealers. 

459, The main advantage of this system ig that 
more bank transactions go through dealers, who would 
otherwise be penalized, under current conditions, by the 
fact that the Bank of Canada has taken on some of the 
secondary ee of bonds, as well as by the 
generally smaller commission payable on shorter- term 
issues. Previously banks received larger initial allot 
ments specifically for their investment accounts, the 
transactions were done directly with the banks and the 
dealers did not participate or know how big bank orders 
had been, (This ‘arrangement wag less costly to the 
Government than the present system, because the banks: 

_ paid the full issue price for bonds for their investment 
accounts, whereas at present more bonds are sold first 
to dealers, who pay a little less than igsue price.) 

The present system appears to be well-suited to current 
conditions, though it might not work as well if conditions 


were to change. 


460, Although we are satisfied on the whole with 


the way debt management policy has been developing 


recently, it is open to some criticisms. The "leap- 


frogging" technique has been accompanied by more or less 


overt attempts on the part of the authorities to in- 


fluence the selling behaviour of the dealers by inducing 


them to withhold new short-term issues from the banks 


teaq to the non-bank market. This 


and offer them ins 
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pena ous on the part of the authorities indicates pre- 
conceived ideas on their part regarding the appropriate > 
maturity structure of the banks! portfolios, 

461, It 1s probably fair to say that the banks are 
unanimous in deprecating this practice. It ig our view 
that, once the terms of an igsue have been decided upon, 
the market should operate freely in determining its 
distribution as between bank and non-bank investors, 

Any other view of the market would imply the creation of 
rigidities and barriers between different types of in- 
‘vestors, which would inhibit rather than assist the 
growth of an effective market, rf 

462, While recognizing that in the short run 
monetary policy must take gome account of the ‘teas of 
debt management we believe that the central bank should 
not manipulate the cash position of the banking system 
from week to week in order to aid in the distribution of 
new Government issues. Before 1960 it was the practice 
of the Bank of Canada to ease bank cash two or three 
weeks before an issue was to be offered and then tighten 
up again after the offering, and more recently the 
technique has been reversed, with the Bank tightening 
up before an issue and easing afterwards. In effect, 
both these techniques mean using monetary policy, which 
is designed to work over a period of months, for short- 


term ends, thug disrupting the market and creating a 


degree of uncertainty as to the direction of monetary 


policy itself. 
463 On the technical side the Bank of Canada hag 


been accused of erratic behaviour in its after-market 
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operations with those parts of new issues which it has 
taken up itself. The criticisms relate to the Bank's 
hours of trading, amounts of bonds offered at different 
times, and prices quoted. We are inclined to think that 
the operations of the Bank of Canada are seriously handi- 
capped by being geographically separated from and out 

of touch with the major markets in Toronto and Montreal, 
The situation would be improved if the Bank were to 
maintain senior officers in both centres with sufficient 
authority to make on-the-spot trading decisions. 

464, We believe that the system of Treasury bill 
auctions hag worked well on the whole. In the past it 
has been suggested that all Treasury bill transactions 
should be put through dealers, and that panks should not 
bid directly for bills at the tender. We would net be 
in favour Pa ciich a change, which in our opinion would 
pe detrimental to the maintenance of an adequately bibad 
market. Further, as active participants, the banks re- 
quire an be familiar with the money market in all its 
phases, including the assessment of the market itself 
which is a part of the reguiar weekly bill tender. 
| 465. The banks do not have uniform views on what 
| riate structure for the federal 


constitutes an approp 


debt, Recent experience suggests, however, that the 


general public at present prefer to hold Savings Bonds 


Meroe than market inatruments, Some people couciuds 


that most Government financing should be done in the 


short-term market, with no particular effort to sell 


longer-term market bonds except by making them available 
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past two years, Others would argue that there should 
be regular public offerings of long-term bonds at wHat-. 
ever prices may be necessary, 

466, We believe that the Federal debt should 
ont inue to be managed by the Department of Finance, 
ug ing the Bank of Canada in an advisory capacity only. 
We Youd not be in favour of setting up an independent 
body to make debt management decisions. Debt management 
techniques, however, would probably be improved if either 
the Department of Finance or the Bank of Canada were to 
consult banks, investment dealers, and institutional 
buyers on a regular basis as ig done in the United 
States before the timing and terms of Government issues 


are decided. 
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SECTION IV 
TECHNIQUES OF MONETARY CONTROL % 


Cash Management 


467. To exercise control over the volume of bank 
credit, the pair bank hag only to regulate the supply 
of bank cash relative to the needs of the banking system 
for cash, The central bank, through its control of bank 
cash, can provide the banking system with surplus cash 
Re any given moment, thug permitting the eevee ex=- 
pand. Or, the central bank can withdraw cash from the 


pee ea ving it with less cash than it requires, thus 


forcing the #@ystem fo ‘contract, 

468, Technically, control over the banking system 
could be maintained in this way by the central bank even 
A the absence of legal or agreed cash requiremerita, 
Banks would still have to hold adequate cash for working 
purposes just ag do most other economic units, but pre- 
sumably would not hold unneceseary idle cash, Central- 
bank control would be a matter of adjusting the supply 


of bank cash relative to these working requirements in 


order to create a cash deficiency or excess 80 aé& to en- 


courage the banking system to expand or contract, 


169, There may be circumstances in which a central 


bank finds it awkward to supply or withdraw bank cash 


| exactly as it desires in order to maintain control over 


the banking system, Such circumstances may arise, for 


| example, because of debt management congiderations or 


| when the bond market is thin or disorganized. At such 


| times a legal cagh reserve ratio may assist the 
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implementation of monetary policy. 

470.° Proposals for tying legal requirements to dif- 
ferent classes of deposits, to different categories of 
agssete, or to bank debits are alternative ways of pro- 
viding for the automatic release or absorption of bank 
cagh with a view to supplementing or replacing digs- 
cretionary monetary control. It is our view that compli- 
cated devices for making monetary policy more automatic 
do not offer much promise of improving the effectiveness 
of monetary control. 

471. Our view of central-bank cash management 
Peat wiies ie that, in general, they should operate 
emoothly and continuously and be capable of tailoring 
cash changes ag precisely as possible to fit the day- 
to-day needs of monetary policy. They are then ueaes 
digruptive to the normal operations of the banks. From 
thig point of view opsn-market operations are by far the 
best. technique of central=-bank cash nee ae Re- 
Panne sto open-market operatione, however, requires a 
ee dealer market for financial assets. 

472, The Bank of oes could algo manage bank 
cagh in a general way by extending loans to the charter- 


ed banks, money-market dealers, and the federal govern- 


ment, rather than by buying and gelling securities in 


an open market. Loans, however, cannot be administered 


ag flexibly ag can a securities portfolio, and for this 


reagon central-bank lending ig best reetricted toa 


last-resori basis. 


473. All other techniques of central-bank cash 


management seem pe at left for emergency situations in 
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which the state of the money market prevents the use of 
open-market operations. Such “techntgues do not wort uh 
through the market and so are more arbitrary and less 
easily understood. Under a regime of ee money it 
is desirable that the saeneas of imahaceneas be clear in 
order to minimize the danger of creating undesirable un- 
certainties in the minds of the public. 
Other Monetary Control Techniques 

. 474. Recourse is sometimes had 66 a so-called 
paniiidcaseet ratio as a device for central-bank control 
over the daniking system, as for example the agreement by 
Canadian chartered banks that they will hold Sodnbin= 
ation of cash, day-to-day loans, and Treasury bills 
amounting to not less than 15% of thet? deposit liabili- 
ties, computed similarly to the 8% cash ratio. As long 


as the central bank has firm eontrol over bank cash, 


however, it does not require 4 Liguid-asset ratio inijffty 


i 


order to regulate the banking system. It is only 
necessary to fall back on a Liquidity ratio for this 
purpose when the central bank is unable or unwilling to 
prevent the banking system from adding to its cash 
reserves by disposing of Liquid assets, as can happen 


when the central bank is committed to supporting govern- 


ment security prices. 
475. However, 4 liguid-asset ratio may be used to 


restrain the banks from switching out of more liquid 


assets into less liquid ones, such as loans. Alter- 


natively, such shifts may be discouraged by a sufficient 


reduction of bank cash through open-market operations. 


If the market is unable to support the volume of open- 
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market operations serps for this, a liquid-asset 
ratio may serve as a useful See measure; neverthe- 
less the longer-run acinticn is to develop better 
markets. 

476. It is our view that giving legal status to a 
liquid-asset ratio is neither necessary nor desicenies 
Only the holdings in excess of the stipulated minimum 
can be considered as a true liquid reserve, so0 an in- 
Beakoible portfolio of low-yielding assets tends to make 
; bank operations more expensive qithout benefitting the 
“banks or their customers. Moreover, such provisions 
tend to be inflexible and slow to Rharee in the face of 

f 
changing conditions. Indeed there is a real risk that 
each new credit crisis wili bring an increase in the 
stipulated ratio in order to prevent the banks making 
use of any cushion of true liquidity they may have 
succeeded in building up, with the result that the 
situation will become progressively worse. It follows 
that, if expediency dictates recourse to a stipulated 
liquid-asset ratio, it should be withdrawn as soon as 
more permanent remedies can be applied. 

477. -No doubt other ratios besides a cash or hy 
liquid-asset ratio auld be devised for implementing 
It is our view that such ratios, 


and aiding control. 


like liquid-asset ratios, are not necessary when money 


markets are adequate to permit the central bank to 


exercise its control through open-market operations. 


If the use of liquid-asset or similar ratios cannot be 


avoided, they should be imposed for only as long as 


they are needed, and they should certainly not be 
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maintained for so long that they weaken the incentive 
to develop better financial markets. In short, it ie 
our view that the emphasis in monetary control should 
be on bettering financial markets for making open-market 
operations more effective rather than on devising new 
methods of control. 

Bank Rate 

478. Functions of Bank Rate. In Canada, "Bank 


Rate", the minimum rate at which the Bank of Canada is 


prepared to make loans or advances can, or could, per- 
form two important funetions, to regulate the access of 


the money market to central-bank credit, and to provide 


a signal of central-bank intentions. 

479. The first function is necessary for times of 
restraint to prevent the money market from having ready 
resort to central-bank eredit when the central bank is 
trying to restrict the amount of its credit outstanding. 
For this purpose Bank Rate must be a penalty rate in the 
sense that it makes porrowing from the central bank a 
more expensive way of raising cash than selling market- 
able financial assets or porrowing elsewhere... This en-. 
sures that the market only turns to the central bank for 
accommodation as 4 last resort. Such resort is necessary 
-market dealers when they are unable 


for non-bank money 


to finance their 4nventories of securities through the 


banks or through any other source. For banks too it is 


necessary to have access tO such a lender of last resort 


to ensure that they will always be able to comply with N 


the law on cash requirements. 


480. The second function of Bank Rate, that of 
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Signalling, is especially important at times of major 
_changes or shifts in monetary policy, or at tines when 
there would otherwise be great doubt about whether or 


ee, 
not policy had changed. It is the more difficult ys ih 


function to explain. If Bank Rate is to be a ae - 
of anything, it must reflect the actual or terete cost 
of additional central-bank credit, for intentions must 
be supported by action if the intentions are to mean 

_ anything at all. In this sense Bank Rate can be a sign, 
with the central bank setting the rate higher when it 
believes Beenie conti ctene warrant higher interest 
rates in general and setting it lower in the opposite 
Situation. Not only the direction of a deliberate 
change in Bank Rate but also the level of the rate 
would be a signal of central-bank intentions. If it 
were the intention of the central bank to apply monetary 
restraint, a discretionary action to raise Bank Rate, 
and to keep it at a higher level than previously, would 
serve as a signal of intent, and would be especially } 
useful at times when there was any widespread yncertain- 
ty about the intent of monetary policy. When a c@ntras 
bank is trying to inf luence the economy in a particular 


direction, it makes serise for the central bank to in- 
dicate the Bazece sen of wri it desires. Such an 
= ioced 
indication would erin ee the banking pibtece to 
ol 1 kag ETE SSS 
respond faster than it now does to the market pressures 
UES. 


=——— 


exerted on it by the central bank. 
481. The present method of setting Bank Rate in 


Canada at 0.25 per cent above the latest weekly average 


yield on accepted tenders for three-month Treasury bills 
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provides a Bank Rate that functions satisfactorily as 

a penalty rate. The money-market dealers are assured 
of a rate which, though involving a penalty, accurately 
reflects the market. The Rate floats from week to week 
and in so doing exacts a penalty from dealers who have 
to borrow from the Bank of Canada that is neither ex- 
cessive nor insufficient -- as it would be if a "fixed" 
Bank Rate were réspectively high or low relative to 
market rates. talandank to the oem aeed banks the 
Bank of Canada imposes additional restrictions which 

do not apply on accommodation granted to money-market 
dealers, and these restrictions add to the penalty 
exacted from the banks by the floating Bank Rate. 

These restrictions relate to the borrowing limits, tern, 


and conditions of renewal. 


482, Other Methods of Signalling. A major dis- 


advantage of the floating Bank Rate as it now operates 


is that it gives no clear indication of central-bank 
policy; yet this is a traditional function of Bank Rate 
-- to provide a clear and unmistakable signal of central- 
Pe iin tech inns. There is no adequate substitute for 
Bank Rate in the performance of this signalling 

function. At first glance it might be thought that ( 


simple statements of intentions by the appropriate 


officials would serve as well. While these are ex- 


they require a good deal of inter- 


4 


ueation., especially when they are general and exe 


tremely useful, 


pressed in non-quantitative terms. Furthermore, the 


multiplicity of objectives that monetary policy may be 


used to pursue adds to the difficulty of framing simple 
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1) statements of intentions. 

2 ' 483. Statements that express intentions in 

3] .quantitative terms might be expected to have a Be 

4 impact, but here it is important to distinguish between 
| 5 economic objectives on the one hand antowan indicators 
6 on the other. Objectives are external to the sontevall 

2 7 bank and are outside its direct control; policy in- 

8 dicators are internal to the operations of the central 

9] bank and so are’ controlled directly by it. The former 
10| are goals which a central bank may seek to attain by 
4 means of the policy instruments at its disposal. Such 
a 12 objectives could relate to money supply, bond prices, 

13 national income and expenditure, or general prices. 
| 14 It would be possible for statements of intentions to 
45 assign a value to such an objective, say the money 
16 supply, thus indicating that the central bank was going 
17] to try to keep the money supply at some particular 

18] level. 

19 484, Specifying figures for objectives that can- 
20) not always be fully achieved runs the risk of discredit- 
21] ding the intentions. For example, there is no doubt that 
22] in the longer - the monetary authorities can make the 

23|| money supply what they want, but such preéision is not 
24) possible in the short run. For this reason, the pre~ 


25 vailing level of the money supply, and use of quanti- 


26 tative objectives in general does not make a good 


27 signalling device, for it indicates only the success or 


28) failure of what monetary policy is trying to accomplish. 


29 485. Specifying figures for policy indicators is 


30 another matter, however. The two most significant 


Dope ent 


oe - Pay i : 


entindingg 4 ovad et hobsiend % trig tar’ an tens 
soowted Aatignbiar od snes roqitl atte ou ea som 
rrodaonbat eontog bis “beset ano ead ne: ~aevasreataerad : = 
iatdawe ocd 02 Lemretxs o18 nevidosydo- a 
“et yolfog {fLortneo toouth att ebladvo ets si 
fevdne> eid Yo snoltateqo sit od cur pien a" 
tomo? sat oe va ultoerth bel lortaoo ead ot ae 
qd misdes of wesw yd ined Lewied se Ho titw ab dodl ts 
itave « tpeoqelh att te siaeereelh wo. Log edt aa 
Bantry bnod .Elqque yonoa o¢ eteler Binds esvitostde 
esolng [attenes Yo . stadt bnsqks Sra” “‘Omoone tanondsie 
at adotinedal to adiaiedsisa xo] eldhasoy ed pas 
ysiton ofy yea ,atifoetdo rb doe os outlay & ratves 

soteg aew oead faygneo edt Jadd gatysotint add ytege 
einotitsy amity ts ufaqye yenom oft qesw, ov tt od: 
‘Fevers 
~nso tend novitoetdo set eesdgbh?t antyttosqs — .A6w ° 
“dhoetoalh to debt odd enter Dovokiios yiin® ed ayeurs’ sane 
Jad tdyvob wa sy etedd ,efomaxs tot  .enottnetat end oa 
ot oem nad coldlremeas yueteriée oad nit regnol edd” 1 
fou al notettete dove dud ,tnaw yeds tsdw yiqque ysne 
-ony of? (A@@nen eidd 0% sty ttode oy ot erdtane 
“idtaup 29 sey fia ,viegon Vvastom es ‘to ditet gti 
boos 8 sing toa a90b lerenes nt esvitostde ferre 


: 
to BeedouN sit yan Hetsatbat 92 10% pootveb gant a: 


datiqnoces of padyss at yatfoy vist sci 6 ort] 
at siotsotbat a eel 3H 


Nethercut & Young A32 6 


Terente, Ontario 
indicators of thia nature are the amount and the cost 
of Sentral-bane bredink These are more directly 
controlled by the central bank than the more remote 
objectives, and statements about either eure 
as a signal of central-bank intentions. Thus, the 
signal could be in terms of the amount of cash re- 
serves that will be made available. It is more usual, 
however, to post the cost or price at which amounts 
PPE ePscepidsa‘sathennthan tonstatenthe amount aaa 
will be supplied. A price or a rate takes into account 
both demand she supply, whereas specifying an amount 
does not. For this reason a "price" signal is better 
than an "amount" signal, and hence posting a Bank 
Rate, in some way, provides a better signal than post= 
ing or setting a figure for cash reserves, and it 
allows more scope for flexibility. Of course, to be a 
satisfactory signal the central bank must endeavour 
to make its Bank Rate effective by trying to make the 


cost of additional central~bank eredit conform to the 
Rate specified. 


486. Bank Rate as a Signal. The basic problem 


in using Bank Rate as a signal is to retain its 


function as an appropriate penalty rate without com- 


promising its signalling function. A return to a con=- 


ventional Bank Rate, which changes only at the dis- 


eretion of the central bank, may not solve this 


problem. A Rate fixed to conform to the policy in- 


" 
tentions of the central bank might at times be "off 


evVve= 
the market" so that it would confront the money 


market dealers either with too severe a penalty or 
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with an inducement to borrow from the central bank. 
Yet to move the Bank Rate to correct these technical 
situations entails the risk of having such changes 
misinterpreted as policy changes, when in fact the 
Rate is only following the market. 

487. Having a dual Rate seems a way out. The 
penalty Rate could float as at present and serve as 
the Rate at which both money-market dealers and banks 
receive accommodation from the central bank. The 
“sighalling" Rate would be a discretionary rate fixed 
independently of the floating rate and fixed at a 
level deemed appropriate for the times. The fixed 
Rate might conceivably be used as well for the Rate at 
which the chartered banks could borrow from the central 
Penis leaving only the security dealers to borrow * 
the floating rate. So long as the central bank was 
trying to make the cost of additional central-bank 
credit conform to the fixed Rate, the action of the 
market would keep the floating Rate from ever being 
far from the fixed Rate. Temporary slippages in mone- 
tary control might cause the floating Rate to deviate 
from the fixed Rate but large or prolonged deviations 
would be unlikely. Since the fixed Rate would be 
changed in keeping with the changing needs of monetary 
policy, there would be no question of the central bank 
pegging interest rates. 

488. Another possibility is to retain the present 
floating Rate but to alter the spread between the 
three-month Treasury bill rate and Bank Rate, making 


the spread more than 0.25 per cent when monetary policy 
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shifts to tightndss.and less than 0.25 per cent when " 
the policy Is to ease. The size of the spread would | 
be the signal of central-bank intentions. It would 
reflect the penalty imposed on dealers and banks when 
they borrowed from the central bank, and the reasoning 
is that the penalty should be more severe when the 
central bank intends to exercise restraint than when 
it is trying to keep monetary conditions easy. It can 
be argued, however, that the penalty should be constant 
so as not to disturb market relationships. Indeed the 
proponents of this scheme Ser large variations 
in the penalty are undesirable. Yet if changes in the 
spread are restricted to changes so small that they do 
not significantly affect the severity of the penalty 
imposed by the central bank, the changes become little 
more than symbolic. Furthermore, changes in the 
spread would be open to misinterpretation if by chance 
market rates and Bank Rate went one way while the: 
spread went the other way. Still, a variable spread 
would be better than no signal and is worth further 
thought. 

489. Yet another possibility is to retain the 


floating Rate as a general practice but to substitute 


a fixed Rate when a signal is required. At all other 


times when a signal is not required the Rate would be 


allowed to float. A possible disadvantage of this 


method is that it might disturb the money market un- 


duly. The authorities might be reluctant to depart 


from the floating Rate at times for fear that the 


change in the method of setting the rate (as distinct 
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from a mere change in the rate itself) would have ex- 
aggerated effects on market psychology. 

490, Impact of the Rate. ‘The impact of changes 
in Bank Rate on the activities of the chartered banks 
could be quite significant even though chartered-bank 
borrowing from the Bank of Canada is infrequent. To 
have an impact. the changes in Rate must be more than 
nominal and must be supported by open-market operations 
or other appropriate cash management techniques. A 
noticeable change in the Bank Rate initiated by the 
Bank of Canada would have an indirect cost effect for 
the banks as steps were taken to make the Rate effect- 
ive. _Money-market conditions would tend to conform to 
the new cost for central-bank credit and these con+ 
ditions would affect the cash adjustment and investment 
policies of the banks, for these policies are very 
sensitive to money-market conditions. Thus, Bank Rate 
may affect the chartered banks in terms of costs even 
though the banks do not borrow from the Bank of Canada 
and bank lending and deposit rates are not tied to 
Bank Rate. 

491. Changes in Bank Rate, functioning as a 
Signal of central-bank intentions, would serve to aug- 


ment the cost effects by causing them to act faster on 


the lending policies of the banks. Once the signal 


was given, banks would take steps immediately to ease 


or to tighten lending policies to conform with the 


message provided by the signal. That is, knowing in 


what direction the central bank was trying to drive 


the banking system, the banks would alter those lending 
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activities less sensitive to money~-market conditions 
. in keeping with the monetary policy indicated. 

492. The impact of Changes in Bank Rate on the 
activity of chartered-bank customers depends on how 
sensitive these customers are to money~market conditions 
and to conditions in credit markets in general. There 
is no doubt that changes in Bank Rate, made effective 
by Bank of Canada action, influence the financing and 
investing activities of many corporations which in 
turn would influence the activities of smaller 
customers. As far as cost effects alone are concerned, 
the activity of bank customers would tend to vary in- 
anasry with changes in Bank Rate. 

493. It has been argued, however, that changes 
in Bank Rate, acting as a signal of central-bank in-«= 
tentions, would cause perverse reactions by the public. 
A rise in Bank Rate would be seen as confirmation of an 
expanding situation which should be taken advantage of 
by expanding one's own activity. There is no way 
around such a difficulty. Expectations of this nature, 
no matter on what facts ees are founded, will often 
ved to actions contrary to the best interests of 
economic stabilization. Failure to provide a signal of 
central-bank intentions will inhibit such perverse re- 
actions in periods of great uncertainty about the state 
of the economy but it will also inhibit the response 
of the banking system to monetary policy, thus slowing 


down the implementation of positive measures to alter 


the state of the economy . 
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Other Communications and Contacts 

494, A central bank is responsible for the day- 
to-day implementation of monetary policy, and it has a 
Senses ponding duty to offer full explanations of its 
policy. The use of Bank Rate as aheagtat of central- 
‘pank intentions does not eliminate the need for 
frequent and fuller public statements by a central bank 
about what its monetary policy is at any given time. 
The complexity of modern financial environments makes 
it all the more imperative that the maximum of in- 
formation be provided. 

495. The general argument against fuller dis- 
closure seems to be that it would reduce the freedom 
of action of the central bank. There are times, it is 
argued, when monetary policy is a matter of probing 
the market as part of the process of shaping that 
policy. At such times no firm policy announcement can 
be made, and to announce what was being done would 
destroy the usefulness of all exploratory action. This 
argument would rule out statements about policy in 
times when the central bank is not embarking on a major 
shift in’ policy and is in fact feeling its way. But 
once a particular policy action has been decided upon 
Pcs should be a clear statement of what that action 
is. 

496. When more than exploratory action is being 
t against disclosure of policy 


undertaken, the argumen 


is that it would disturb the money market. A good 


market requires some uncertainty, and it is feared that 


a statement of policy would eliminate that uncertainty. 
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The market would know what to expect and would move 
immediately to whatever price seemed implied by the 
Beet ements: This, it is contended, would subject the 
Enonay market to disruptive swings in prices and yields 
which would serve no useful purpose. The answer mn 
this is that disclosing the direction’ in which the 
central bank wishes the banking system to move does not 
require disclosing the peronree and prices at which the 
central bank will be operating in the market. Further- 
more, such statements can surely be timed to come after 
che completion of the basic transactions required to 
affect the banking system. 

hO7. A clear statement of policy may still cause 
an abrupt change in prices and yields in the money | 
market, but at a time when @ major shift in policy is 
under way a change of this nature is not necessarily 
undesirable. Such e statement of policy is extremely 
useful in clearing up any doubts of the banks as to how 
the central bank wants them to respond to its 
pressures. Informing the public as well as the banks 
on policy also aids the task of the banks in co- 
operating with the central bank in implementing the 
policy. 

498, In addition to 4 signal of central-bank in- 
tentions and to full disclosure of monetary policy, we 


believe it is essential that the banks and the monetary 
sot . 


~~ +> 
authorities continue to maintain close contacts with 


each other. It is also essential to have close and 


effective co-operation between the Bank of Canada and 


the Government of the day- In our view the Government 
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1] must have the ulfimate responsibility for monetary 

| 2 policy objectives, while the Bank must have ieponels 
= bility for carrying out day-to-day operations within 

4)| the framework of these fundamental policies. 

5| Tied or Linked Ratibs | 

6 499. It has been suggested that bank heviadxis 

7| rates be linked or tied to a Bank Rate functioning as 

8 a signal of central-ban sitenbtors -- that 1s, a con- 

9 eRe rodéd Bank Rate. <-- along the lines of arrangements 
10/ in England. This is not as desirable as it may seen 
11 at first lance: Ideally, bank lending rates should 
pi2 ses with market rates and not with a manipulated non- 
13 _market rate, which is what a discretionary Bank Rate 
14| is. By its wert nature, Bank Rate at times will move 
15 ahead of the market and at other times will lag behind 
16 it. Bank lending rates tia@d to Bank Rate would then 
17] be out of line with the market. For full effectiveness. 
18 it would also seem necessary to include all lenders 

19| 4n the scheme by linking their rates to Bank Rate. It 
20 would be inequitable to require charwtered-bank lending 
21 ave to follow Bank Rate while other lending rates — 
22| are free to move with the market. 

23 500. It has also been suggested that deposit 

24| rates should be tied to Bank Rate, or that there should 
25| be a fixed spread between lending and deposit rates. 


26| It should of course be noted that markat forces would 


27 attise bank lending and deposit rates to move more or 


28| less together anyway, but tied rates would introduce 


29 unnecessary rigidities. Fixing the spread between bank 


deposit and lending rates while leaving the spread 
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between the borrowing and lending rates of other } 
institutions free would place the banks at go new 
competitive disadvantage. | 

501. Further disadvantages stem from the fact 
that the interest-bearing deposits that would be af- 
fected by tied rates substantially exceed a loans that 
would be similarly affected. The difference between 
the. two depends on the state of the economy; i walla 
times, all other things being equal, loans will be. 
lower and savings deposits higher than in times of 
boom. In the absence of compulsion and with complete - 
freedom of aster the spread that the banks can 
afford to allow will partly depend on how large the 
difference is. The greater the excess of savings 
deposits over loans the less the banks can afford to 
pay on deposits relative to lending rates and vice 
versa. Hence, the spread between lending and deposit 
rates would naturally tend to widen in slack times 
and to ae in times of monetary restraint. But 
this is exactly what is required to help implement a 
stabilizing monetary policy. In slack times the ac- 


cumulation of savings deposits tends to be discouraged © 


by a lower rate; in times of boom, the accumulation of 


savings deposits tends to be encouraged by a rise in 
the deposit rate relative to lending rates -- a rise 


that would be ruled out by a fixed spread. 
502. Introducing a fixed spread between lending 


and deposit rates would do away with the stabilizing 


movement in the natural spread between lending and 
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deposit rates) Bankes would be reluctant to narrow the 
spread in times of monetary restraint for fear that 
this might become the new imposed spread, and they 
would be unable to widen the Spread in a recession. 
Pocuplete freedom of movement for both tending and - 
deposit rates would ensure not only that depositors 
Shared to the fullest extent possible in the loan re- 
venues of the banks but also that the best interest of 
monetary policy would be served as well. 
Compensating Balances 

503. Requiring compensating balances from bor- 
rowers fits into a discussion of interest rates because 
such a requirement is generally viewed as a means of 
increasing the effective rate of interest on a loan. 
This, however, is not necessarily the case. If the 
compensating balances required were no larger than the 
working balances ordinarily carried by borrowers, 
Pe chine would be gained by requiring such baignele 
Only when compensating balances are in excess of q 
Ree oricine betadioes would the cost of bank credit 
‘to borrowers = raised. But this can be achieved more 
simply through higher interest rates, which are to be | 
preferred because they state precisely the cost to the 


open To require compensating balances disguises 


the true cost of credit to the borrower. 
504. It might be argued that compulsory compen- 
sating balances would have the advantage of requiring 


borrowers to maintain balances sufficient to compensate 


the banks for the activity in their accounts. The best 


way to achieve this, however, 1s to levy service charges 
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on all clients, including borrowers, who fail to keep 
adequate balances to cover the cost of managing their . 
accounts. This permits an individual approach aimed 
directly at the accounts concerned and is a fairer ap 
proach than a uniform provision for compensating 
balances. 

505. Although it would not be practical to im- 
pose compensating balances on all borrowers, a case 
could be made from the point of view of monetary control 
for enabling banks to require compensating balances 
from borrowers under lines of eredit. Such require- 
ments could be varied according to the SUaveneE busi- 
ness and would serve as a substitute for alterations 
in lending ives! Bank credit would then become more 
expensive in a boom and less expensive in a recession 


even though lending rates remained constant. But, 


- 


again, this seems less desirable from the economic point 


of view than simply setting interest rates free. 
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SECTION V 


STATISTICAL GAPS 


506.. We have been asked for our views as to the 

adequacy of statistical end financial information in 
aes aes 

Canada. The information now made available by the 


chartered banks on their own operations seems to us 


fairly comprehensive, but we believe that other fi- 
nancial institutions should be required to produce 
fuller and more frequent data on their assets, liabi- 
lities, and transactions, with due ocuaiaeeeeren for 
the problem of comparable Valuation. We should also 
like to see more work ee on the savings-investment 
flow in Canada. This would require better statistics 
on rhe sources and uses of funds. 

507. Among the figures Wo belleve Should be made 
Biiiapie are: | 
(a) the Government's cash receipts and ex- 
penditures on a weekly basis for major items 
and a a monthly bags in detail, also the Govern- 

ment's pyres att nang ial statement for the 
month of March each year, at present. missing 
from the monthly series. 

(b) Weekly figures for the holdings of the 
Purchase Fund, the Securities Investment 
Account, and the Exchange Fund (including a 
classification by currencies). 

(c) The Bank of Canada's balance sheet as a 


weekly average of daily figures, and the Bank 


of Canada's detailed profit and loss statement 
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monthly. 
pat 
(d) Detailed monthly or quarterly state- 
ments of the assets and liabilities of near- 
bank financial institutions, paced on a 
comparable basis, and information on the 
"chequing" operations ae these intermediaries. 
(e) A monthly or quarterly classification of 
assets held in trust and administered by trust 
companies, showing the distribution of these 
funds by major asset ane by currency on an agreed 
basis of valuation. 
(f) Broader coverage of both insurance com- 
panies. and trust and loan companies, whose op- 
erations are now reported on a sample basis by 
the Bank of Canada. 
(g) Weekly figures on the money-market, in- 
cluding dealer positions, transactions, and 
_ borrowings. 
(nh) Figures on direct new issues of securities 
by provinces, municipalities, and corporations, 
including parity bonds and money market issues, 
classified by borrower and by terms of issue in- 
cluding yields. 
(1) Resumption of the "Direct Estimate of 


Personal Savings" formerly published by the 


Bank of Canada. 


~anen to soteittdett ty sisaaa edt es 
<a ome oe 
a fo bautay canot dud ttant tatonent? 

i@ . was cue. 


oad ts choedaian kaw ‘tatasd eldatsgeoe Tl 


wis 


204 


7 we % : 
.eotisibemretnt esedd to anoldetedo ON A p ne . 


» “7 
Sori? Ys beretetatioaba: bas taurd ak Brod cone 
agady ‘to moftudiasaio of? yntwode eal - iis 
Pests ne mo fonewivs yd Gris Jouus notam Yo reas os ‘ 
. sotssoLay to aang = 


rt * - y 


to ‘nolvsorwtebalo y¥fissrtaup 10 widdnom A te) 


~mod sohatwant dtod Io sgstevoo tebacre (2) 


-46 stotw ,askosgaoo mpol bas tuurcd Pes aetneq. ms 
Uo stasd ofqusa a ao Bedtoget won ots enottste ’ wa 
-B5an80 Io sins add a 
~it ,deshtae-yorntm adc oo satugh? yideswW (s) i a 
Das ,Steldcasaatd ,enoitleog seleeb untbulo A ’ 
agalwortod . | 
eetdievoer Yo senna war sooukh No aotuglt (a) , 
\woltvetoqios Sea .eelitlagtotam ,aesontvotq yd :” 
,saunal Jodie Yoruom Boe ebood yttteq gntbutont = 


Ml ougat 26 @arts? vd Bas “oworrod vd batiteaslo iP 
| sebLely aakbulo an 

1d StgeetteZl gyoosta" ent tO sot tqnureoh (t) | 

. wie yo Borel idug clreortot “agctved (actonret 


-aheneD Yo ned 


‘ 7 a . 


+) 


Nethercut & Young 


Toronto, Ontario 


APPENDIX 


THE CANADIAN PAYMENTS 


AND CLEARING SYSTEM 


Ad39 


1. The Royal Commission staff has requested a 


Drief summary of the Canadian "payments system". A 


list of the instruments in use in Canada, with an in- 


4 
dication of the annual volume of items in each case 


where this information is available, follows: 


10. 


Items 


Cheques 
Orders drawn on near-banks 


Bank money orders, drafts and 
travellers’ cheques: 


Postal money orders 


Canadian National and Canadian 
Pacific Express money orders 


Grain tickets 


\ 


Coupons 


Pre-authorized cheques ~ 80 
far confined to 
specifically named in- 
surance companies 


Settlements between banks 
and branches and the 
Bank of Canada 


Collections, 1.€- bills of ex- 
change and promissory notes, 
the proceeds of which are 
Naoliected" for customers 


Annual Volume 


Cin millions) 


693 
14 


A 
50 


ineluded in (1) 


3 
18 


included in (1) 


11 


10 
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Mail and telegraphic transfers 3 


Acceptance of payment of ac- 
counts (including utilities, 
taxes, insurance premiums, etc.) 19 


Standing orders = 
(customers! instructions | 
to pay at stated intervals) Not known 


In addition to these items handled in Canadian funds, 
some 11 million drafts, money orders and cheques in 


U.S. funds are handled through the system. 


Negotiable Instruments 


2. Items numbered 1 to 9 inclusive are them- 


selves negotiable instruments and may be presented 
through the chartered banks!’ clearing system. Indeed, 
of the more than 700 million cheques negotiated in 
Canada per annum some 568 million pass through the 
ereeing nyaeew, the remainder being charged to ac- 
- Counts at negotiating branches. | 
3. Item 10, "Collections" is the service pro- 
vided by the banks in arranging for presentation for 
“acceptance and payments of bills of exchange drawn by 
creditors upon debtors. The prevailing rates charged 
by banks for this service are not adequate to cover the 
costs involved, and it 4g questionable whether there 


4s a continuing need in Canada for the "4nliand bill" 


| when 1t has fallen into disuse in many other advanced 


Bounties Although there does seem to be a general 


trend away from this type of settlement, it persists 


in certain industries and in others is unique to speci- 


fic companies. ‘The most obvious example is the needle 


trade where the drawing of drafts is traditional and 
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where, in addition, the drafts themselves are pledged 
.as8 collateral with the banks, which, as a rule, are 
prepared to advance funds against them, subject to a 
margin determined by the Standing of the customer. 
Upon payment of such bills on ae date, the bank acting 
88 collection Bechet ts to the creditor's wane obs 
his credit, by means of a bank settlement which is 
passed through the cieaines® 
Credit Transfers 
4, Item 11, "Mail and telegraphic transfers", 

are transfers of funds made by one branch bank to an- 
other, usually at the request of a customer, but’ not 
restricted thereto. Item 12, "Acceptance of payment 
of accounts", is an arrangement entered into at the 
request of, say, a utility company whereby payment 
of periodic accounts may be made at a branch bank by 
the general public. The number of such arrangements 
is gradually increasing. Both processes 11 and 12 
result in settlement vouchers of one kind or another 
which pass through the clearings. 

| 5. Item 13, as indicated, is a mandate from a 
customer to his’ banker instructing him to make certain — 
ericaic payments on his behalf. Although such an- 
ee Bea ted for in the Canadian system, 
and are the subject of scheduled charges; this device 
has not been utilized in Canada to the extent prevail- 


ing in England. Within the banking system, the dif- 


ference in approach between the two countries lies in 


Khe clearing process, in that the English system is 


based on credit transfer while the Canadian system 
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relies on the principle of debit clearings. At this 
point we should note that bin Shunt of transactions 
financed by debit transfers in Canada is running at 
792 million per annum, as compared with 22 million by 
credit transfer. 

6. In England this type of mandate is used to 
some extent for payment of insurance premiums, and it 
could be said that Canada has a somewhat comparable 
arrangement in the "pre-authorized" cheque plan which 
has been in operation for the past three years. This: 
is a mandate from a debtor to a creditor, in this 
case Ee fauivance company, authorizing the latter to 
draw against the bank account of the policy holder, on 


a monthly basis, for certain specified amounts. 


Near-Banks! Access to the- e° 
Chartered Banks’ Clearing System™ 


ie An important element in the relations between 
the Chartered Banks and other financial institutions 
4s the provision by the banks of clearing factiitiens 
8. In Canada, the mediums of exchange and means 
of payment used by the general public are coin, Bank 
of Canada notes, and cheques, the latter being used in 
the great majority of daily business transactions. The 


acceptability of cheques a8 4 medium of exchange 


depends upon the ease with which they can be negoti- 


ated, either for cash or for deposit, and upon the 


ees once of adequate and efficient clearing facilities 


whereby negotiating banks can obtain the earliest 


possible reimbursement for cheques negotiated. Such 


clearing facilities are provided and maintained by the 
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1 Canadian banks and settlement between banks is e- 
2 fected through accounts with the Bank of Canada by the 
3 Head Offices of the banks. The banks are constantly 
: i 4 improving the étficiency of their clearings system by 
, 5] adopting up-to-date methods and are presently formu- 
6 lating plans for the introfuction of electronic sort- 
7 ing of cheques. | 
8 9. | A basic feature of the inter-bank arrange- 
9 ments for the clearing ef cheques is that local cheques 
4g 10 are cleared locally and all out-of-town cheques are 
11 cleared to the negotiating bank's main branch at the 
12 nearest central clearing point; there, cheques on other 
13 banks are redeemed by the drawee bank which clears them 
14 to its branches on which they are drawn. .This method,” 
15|| adopted in June 1960, has proven to be highly satis-~ 
16| factory and much more efficient than the former method 
17 whereby cheques on other banks were cleared by the 
18 negotiating bank to its own branch at the point on 
19| which the cheques are drawn and cheques on non-bank 
20| points through the central clearing point. 
B21 10. Cheques, as defined in the Bills of Exchange 
22| Act, are bills of exchange payable on demand and 
23| drawn on a bank. In addition to these cheques there 
24| has grown up in Canada the use of a type of near 
| 25 cheque - more properly termed a payment order - drawn 
26) on organizations such as credit unions and caisses 
27 populaires; provincial treasury branches and savings 
28| offices in Alberta and Ontario, and a growing number 


29 of companies in the trust, loan and mortgage field 


icated, these 
—30| (mainly trust companies), As already ind 2 
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organizations are not only in aggressive competition 
with the banks for savings deposits, but most of them 
also Hes an extensive variety of banking facilities 
and ih aaalate including loans (personal, ‘business and 
mortgage) , bores deposit boxes, safekeeping of 
securities, money transfers , and “chequing" facilities’ 
The last-mentioned, which is an important factor in 
enabling these er eannaatiare to offer banking facilities 
3 comparable to those provided by the banks, is made 
possible by the co-operation of the banks in extending 
to these organizations clearing privileges under which 
orders drawn on them by their customers and cheques 
negotiated by them for their customers are cleared 
through the clearing facilities maintained by the bane 

11. The clearing privileges referred to above so 
are made available on reasonable terms and conditions 
(outlined below), subject only to approval by the 
organization's bankers and the formality of approval by 
the local clearing house, if any, and The Canadian 
Perera eisai ation: There is no record of clearing 
privileges having been denied, but no doubt the privi- 
feces would be withdrawn in the event of an organi- 
zation getting into financial difficulties. It should 
also be noted that a cost analysis has shown that the 
average cost of handling one item through the clear- 
ing Seetem exceeds the 5¢ clearing fee now charged on 
credit union and trust company orders. 

12. The.volume of orders referred to above 


handled through the banks! clearing system is very sub- 


stantial, as indicated by the following estimate for the 
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year 1961 which is based upon the latWst figures “>: 


available: 
Organization Total Number 
of Orders Total Amount 
Caisses Populaires - 8,000,000  $ 875,000,000 
Province of Quebec 
Credit Unions =~ 
Ontario . 275 ,000 $ 46,775,000 
Saskatthewan 593,000 $ 107,626,000 
British Columbia 393 ,000 $ 76,555,000 
' .Other provinces Not available 
Province of Alberta 
Treasury Branches 2,600,000 $ 260,000,000 
Province of Ontario 
Savings Offices. 1,200,000 $ 120,000,000 
Trust Companies Not available 


13,043,000  $1,485,956,000 


SS 
! 


13. In addition to the heavy volume of orders, 
the banks also handle for the near=-banks the clearing 


of a comparable volume of cheques negotiated by them 


for their customers. The terms on which orders and 


cheques are cleared by the banks are outlined in the 


following paragraphs. 


Credit Unions (Caisses Po ulaires) in the 
Province of Quebec 


14. Of the 1424 caisses populaires in the Province 


of Quebec, 1234 are affiliated with La Federation de 
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wis 4 
. 1] Quebec des Caisses Populaires Levis, 22 with “4 
2 Federation de Montreal des Caisses Desjardins, monyres.> 
con 


and 168 (which do not provide chequing facilities) 
with the Suekes: credit thin League gy Central or 
regional caisses are located in moneresd (two conteere ns 
Quebec City, Amos, Bic, Joliette, Marie (Gaspe), 
Metabetchouan, St. Hyacinthe, sharbyookalapdureres 
Rivers. 
15. The following are the clearing arrangements 
made: 
(a) ‘he Provincial Bank of Canada is the clear- 
“ing bank ae the caisses and Goncnate at all 
Pinte where that bank is represented; at other . 
points other banks act as clearing banks. 
(b) Clearing Fee = On orders nesotlated ay 
- banks a clearing fee of 5¢ per order is 
charged to the caisse or Central to which the 
Pes are cleared. The usual annual clearing 
~~house fee is not applied. 
(c) Local Items - At all points where there 
are one or more banks and one or more caisses, 
—.-—' local cheques and local orders negotiated locally 
are cleared locally between caisses and banks, 
settlement being made either through an ac- 
count with the clearing bank or by means of 
settlement vouchers payable at par in Montreal 
or Quebec City. 


(ad) Out-of-Town Orders - Out-of-town orders 
Out-of-Town Orders 


negotiated by banks and settlement vouchers re- 


ferred to in (c) above are sent to Montreal or 
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Quebec City where they are cleared through 

the clearing bank and charged to the Centrals! 
accounts. These Centrals clear the orders ey 
through the regional caisses where néeessanys 
to the caisses on which they are drawn. The” 
banks pay the Centrals 1/16% on the daily 
total of orders except those drawn on local 
caisses at the two clearing points. 


(e) 


negotiated by caisses are sent to the Central 


Out-of-Town Cheques - Out-of-town cheques 


or regional caisse at the nearest of the ten - 
points where there are Central or neetonel 
neta The Central deposits the cheques in 
ae clearing bank which clears them at the 
pollowiric rates: 
Qa) Cheques tasued by the Government 
of Canada or the saauliade ae which the 
peengh is located. . « . «« . ano charge 
(2) Cheques drawn on accounts at the 
branch where they ae deposited. .no charge 
(3). Grain and creamery tickets. . no charge 
each aftQir allowing 4 
free iteris for each $50 
of minimum monthly credit 


balance in the Central's 
current account. 


(4) Local clearing items. - .« oe see 


(5) Cheques on outside points: 
Up to $5,000 each’ - 5¢ plus 1/10% on 


daily total. 
Over $5,000 SAGh ee. verel’. v¥/168) mini? $5 


on each item. 
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Credit Unions (Including Caisses Po ulaires) in 


_ Other Provinces . 


/ 


16. With few exceptions the 540 credit tnions in 
Ontario, 271 in Saskatchewan and 316 in British Columbia 
which permit their customers to issue orders have ar= 
ranged for OU Noes clearing through the central 
credit union for the province, viz: 

Ontario Boner oe ave Credit Society, Toronto 

Saskatchewan Co-operative Credit Society Ltd., 

Regina 

British Columbia Central Credit Union, Vancouver 
The clearing arrangements in these provinces are the 
same as for caisses populaires in Quebec, except as 
noted below. Each credit union outside the central 
clearing point conducts an account with a local bank 
Ep ouen which local orders and cheques are cleared. 
Out-of-town orders and cheques are cleared through the . 
Central. The Central conducts with ‘Wbch bank at the 
central clearing point an account to which orders 
negotiated by branches of that bank are charged and in 
which cheques payable at branches of that bank are 
deposited. As there are no regional credit unions, 
orders are cleared by the Centrals direct to the credit 
unions on which they are drawn and the 1/16% charge on 
out-of-town orders in Quebec does not apply. 

17. The 408 credit unions in the Atlantic 
Provinces, 228 in Manitoba and 232 in Alberta have not 
‘made centralized clearing arrangements. 


18. In these provinces orders negotiated by the 


banks are cleared by the banks to the points at which 
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Trento, Ontario 
the orders are payable, where they are charged to the 
credit union's bank account. The credit union pays 
_the bank a clearing fee of 5¢ per order plus $100 
annually and, where there is a clearing house, pays an 
annual fee of $100 to the clearing house. Cheques 
negotiated’ by each credit union are deposited in its 
local bank, which clears them at the following rates: 
ie: (1) Cheques issued by the Government 
Canada or the province in which the 
branch is located. 7. . a . « » no charge 
(2) Cheques drawn on accounts at 
the branch where they are deposited . no charge 
(3) Grain and creamery tickets .. . . no charge 
(4) Local clearing items .... . 2 1/2¢ each 
after allowing 4 free items 
for each $50 of minimum 
monthly credit balance-in the 


eredit union's current account. 


(5) Cheques on outside points . . regular rates. 


age Companies 


“Trust, Loan and Mortg 


19. Although these companies have numerous offices 


across Canada (226 offices at the end of 1960), no 


company has yet undertaken the clearing of orders 


drawn on its out-of-town offices. Orders negotiated 


by the banks are cleared by the banks to the points on 


which the orders are drawn, where they are charged to 


the company's bank account. The company pays the bank 


a clearing fee of 5¢ per order plus $100 annually and, 


where there is a clearing house, pays an annual fee to 
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the Clearing house, as follows: 
| At Toronto and Montreal .. ; o + « « « $300 
At WARCOUVER 2 “6s 8 © 6 6 aise oo» ape, afl 50 
At all other points where there is an 
established clearing house ....,. « «$100 
Cheques negotiated by a company for its customers are 
deposited in its local bank, which dicate Shen at the 
following rates: 
| miaoCe.. CHEQUES -. . « «6 8.8 6.6. nO charge 
| Out-of-town cheques: 
$2,500 and under... . ; 1/8%, min. 20¢ 
Over $2,500 and up | 
a a, 
EOmelO;000 sess soe 1/10%# min. $3.15 
premetG ode Guniacy "s Aenenhe? 
to negotiation. .....-= min, $10.00 


Branches and Savings Offices 


Provincial Treasury 
20. These provincial government institutions 
operate branches or oe en ty their respective 
provinces, as follows: 
Province of Alberta Treasury Branches : 154 offices. 
Province of Ontario Savings Offices - 24 offices. 
Orders drawn on these offices negotiated by the banks 
are cleared by the banks to the points at ata the 
orders are payable, where they are charged to bank ac- 
Reunte of the institutidns. An exception is that 


orders on Alberta Treasury Branches at non-bank points 


are cleared by the Treasury Branches at the following 


rates: 
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For Canadian Imperial Bank of 


Commerce. - 1/10% on daily total 


For other banks - 5¢ per item plus 
1/10% on daily total 


The only contribution by these institutions towards 
the banks' costs of clearing their orders is an ine 
adequate fee of 1¢ per order (oi at a few points) plus 
clearing house annual fees at certain points paid by 
the Ontario Savings Offices, and annual fees totalling 
only $3,000 in all paid to banks and clearing neaaael 
by the Alberta Treasury Branches on 2.6 million orders. 
The Matter of fees sufficient to cover the banks! ackee 
is Miecanslyeunder discussion. 

21. Cheques negotiated by Alberta Treasury 
Branches are cleared as follows. Cheques payable 
locally are cleared locally without charge. Out-of- 
town cheques are sent to the main Treasury Branch in 
Calgary, where they are deposited with the Canadian 
feoerial Danks of SN reste at the Povicwine 
rates: oe 
| On that bank's Gannon pednte - 1/10% on daily 

| | total 
On other points 4 - 5¢ per item plus 
ge | 1/10% on daily 
. total. 

22. ‘Cheques negotiated by the Ontario Savings 

offices are deposited with local banks and cleared by 


the banks at rates somewhat lower than regular rates 


to the public. 
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